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FOREWORD 


THE FOREIGN STUDENT OF AMERICAN LAW, whether he be an 
English common-law lawyer or a continental civil law lawyer, must be 
mightily impressed by the complexity of our many jurisdictions—forty- 
eight separate state sovereignties plus a federal system. Indeed this very 
fragmentation may be the most significant single factor in our jurisprudence. 
Rooted in the English common law, and guided by the same basic principles, 
the jurisprudence of each state is yet free to develop in separate channels 
and seek its own formula for justice. With forty-nine laboratories where 
the profession can experiment with the living law and record its impact on 
the social fabric of the nation, the United States should constantly be im- 
proving its legal structure. In fact, the profession does take advantage of 
this unique aspect of our law and, through the medium of the organized bar 
associations and such national groups as the American Law Institute and the 
National Conference of Commissioners on Uniform State Laws, is making 
strides toward an ever more effective body of law. 


But that is a part of the larger pattern—of law viewed as a whole. To 
the individual practitioner the multiplicity of jurisdictions presents quite 
another picture. By and large, he can and does practice in only two of those 
myriad compartments—his own state and the federal system. As a man of 
law he is interested in legal developments throughout the United States, but 
as a legal technician he must, of necessity, confine his paramount efforts to 
the law which governs the daily lives of his clients. It is recognition of this 
basic factor in American law which is one of the Law Forum’s excuses for 
being. By confining its scope to problems of acute concern to the Illinois 
bar the Forum hopes to better serve one of the American jurisdictions. 


In following this plan it becomes quickly apparent that state law is not 
the only law that is vital to Illinois attorneys. Federal legislation is no 
“brooding omnipresence in the sky”, it is a down-to-earth reality that affects 
our lives at every turn. The Law Forum began publication with an issue on 
“Estate Planning” ' which explored the intricacies of the Revenue Act of 
1948 and now, in the last issue of the second volume, the Forum returns to 
the federal scene with a symposium on antitrust law. 


To me, the single most important factor about the antitrust laws is that 
they exist at all. The policy which they represent (quite apart from how 
it may be implemented) is a potent argument in our present war of ideas be- 
tween the East and the West. Senator Henry Cabot Lodge, Jr. used this 
idea forcibly in a recent speech before the United Nations where he said, 
“Then, I heard both the Soviet Union and the Polish representative speak of 
America as monopolistic, when actually, one of the great basic economic 
facts about America is that it is a competitive country in which monopoly is 
actually against the law. If I were to choose one word with which to de- 


[1949] Law Forum, Spring. 








scribe our American economy, I would use ‘competitive’ rather than 
‘capitalistic’. I do not deny that occasionally Americans, like all human 
beings, seek to prevent competition; but in this country, when you try to 
prevent competition, you know you are doing something illegal and will 
be punished if caught”. ? 


Antitrust law is essentially for specialists and some of the outstanding 
specialists in the country have contributed to this symposium. A glance at 
the biographical data about each writer will reveal the extent of his ex- 
perience in this complex, yet fascinating field. Only a specialist could keep 
abreast of the kaleidoscopic changes in this area of the law—numerous 
changes between manuscript and galley proof were necessitated by the 
rapid pace of antitrust decisions. 


The issue opens with a careful discussion of “The Current Status of the 
Antitrust Laws”. Recent and pending legislation, as well as the current 
trend of case law, is analyzed in a clearcut fashion which sets the stage for 
the rest of the symposium. 


In “Size and Shape: The Individual Enterprise as a Monopoly” the 
author brings the economic factors into focus with the legal, and clearly 
defines monopoly in all of its possible guises. The documentation in this 
article, as in some of the others, is an open door to virtually all of the litera- 
ture in the field. 

Several issues could obviously be devoted to patent law, but there are 
many aspects of patents which need to be clarified in relation to antitrust 
law. “Patents and the Antitrust Laws” performs that function admirably. 


“Price Discrimination to Meet Competition” is a title which seems about 
as self-explanatory as one could wish. Special emphasis in this article rests on 
the recent Standard Oi! case—both on the Court of Appeals and the Supreme 
Court decisions. 

“Procedure in Antitrust Investigations” and “Equitable Relief Under the 
Sherman Act” approach the problem from opposite ends of the procedural 
picture. In the former each facet of the investigation is explored in detail 
and a wealth of information is disclosed about method and technique in this 
vital opening phase of the suit. The latter looks at the enforcement stage of 
the proceeding and explores the remedies available to the antitrust division. 

Very little has been written about another remedy under the antitrust 
laws—the remedy of the private litigant. In “The Treble Damage Action” 
the author discusses this valuable tool and explains the shifting concepts in 
measure of damages which is the gist of this whole branch of antitrust law. 

While not a part of the symposium proper, a student note on “The Law 
of Unfair Competition in Illinois” ties into the general subject and high- 
lights the task of the common law in the battle to prevent unfair competition. 


Joun E. Crreset 
Editor, Law Forum 
2187 Attantic MonTHLy 58, 59 (1951). 
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THE CURRENT STATUS OF THE 
ANTITRUST LAWS 


BY JOHN T. CHADWELL AND RICHARD W. McLAREN * 


IN GOVERNMENT CIRCLES, THERE IS INCREASING recognition 
that antitrust policy must be correlated with current major national policies, 
including, from time to time, the national programs for small business, full 
employment and maximum purchasing power, and most recently, the main- 
tenance of the national defense establishment.* For business men, the im- 
portance of the antitrust laws has been emphasized by the filing within recent 
years of an unprecedented number of antitrust actions in the courts. ? 
Lawyers, as a result, are faced with the knotty problem of reconciling im- 
mediate business decisions not only with recent judicial precedent, but 
with the trend of the political economy. 


This symposium has been divided into seven parts, six of which are 
devoted to some of the most urgent specific problems faced by the profes- 


*JOHN T. CHADWELL. A.B. 1922, J.D. 1924, University of Illinois; mem- 
ber of the firm of Snyder, Chadwell and Fagerburg, Chicago, Illinois. 


RICHARD W. McLAREN. A.B. 1939, LL.B. 1942, Yale University; asso- 
ciated with the firm of Snyder, Chadwell and Fagerburg, Chicago, 
Illinois. 


1See State of the Union message of the President, January 4, 1950, U. S. Cove 
Conc. Serv. 15, 19 (1950). The President recently stated: “While our paramount goal 
must be to strengthen the national defense both rapidly and effectively, we have also a 
responsibility to protect and preserve competitive enterprise in the structure of our 
economy. See Current Antitrust Program of the Department of Justice, Address of H. 
Graham Morison, Assistant Attorney General in Charge of the Antitrust Division, be- 
fore the New York State Bar Association, Section on Antitrust Law, January 24, 1951; 
Report of the Attorney General, prepared pursuant to Section 708 (e) of the Defense 
Production Act of 1950 (Dec. 7, 1950), CCH Trane Rec. Rep. (9th ed.) {[ 61,304 (1950) 
(summary). 

*The number of antitrust cases filed in the ten years ended June 30, 1950, in all 
U. S. district courts is indicated by. the following table: 


1941 1942 1943 1944 1945 1946 1947 1948 1949 1950 





Government Cases: 


Civil 28 35 24 12 20 18 33 19 39 42 
Criminal —- — 40 13 9 15 11 18 27 34 
Private Cases: 110 70 # 40 50 27 68 64 78 162 157 


Annual Report of the Director of the Administrative Office of the United States Courts 
43 (transmitted to the Judicial Conference of the United States, Sept. 8, 1950.) The 
437 cases filed by the Government in the last 10 years constitute approximately 41% of 
the total of 1064 it has filed since 1890 when the Sherman Act was adopted. 
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sion today. For perspective, the seventh part, consisting of this article, is 
designed to sketch, in broad strokes, the recent developments in the Con- 
gress and in the courts; to review current antitrust policy as it appears 
to be reflected in the actions and statements of members of the executive 
branch of Government, and to project possible future developments. 


THE LEGISLATIVE HOPPER 

Among the more than thirty bills introduced in the Eighty-first Con- 
gress, which would have amended or directly affected the antitrust laws, 
only three were enacted into law. The first of these, contained in a rider 
to the Oleomargarine Tax Repeal Act, * changed the penalty for violation of 
an order of the Federal Trade Commission from $5000 for each separate 
offense to $5000 per day for each day an offense shall continue. The second 
was the provision for antitrust exemption contained in the Defense Product 
Act of 1950.* This provision was designed to permit businessmen to under- 
take cooperative programs (at the request of the President after approval by 
the Attorney General and the Chairman of the FTC) in the interests of 
national defense, without fear of antitrust prosecution. In terms, the exemp- 
tion provision is more restrictive than that contained in the Small Business 
Mobilization Act of 1942,° which did not require approval by the Attorney 
General of the voluntary programs undertaken, and similiar to the exemption 
provision contained in the Anti-Inflation Act of 1947. ° 


CELLER-KEFAUVER ACT 

Passed in the closing days of the Eight-first Congress, the Celler- 
Kefauver amendment to Section 7 of the Clayton Act is designed primarily 
to extend its prohibitions to acquisitions of assets as well as stock.* It also 
changes the effect upon competition test of that section from that of sub- 
stantially lessening competition between the acquired and the acquiring 
corporation “in any section or community”, to one of substantially lessening 
competition or tending to create a monopoly “in any line of commerce in any 
section of the country.” Extension of the section to cover the asset acquisi- 


‘Pub. L. No. 459, 81st Cong., 2d Sess. § 4(c) (March 16, 1950), amending 38 Srar. 
719 (1914); 15 U.S.C. § 45 (1941). See Thomas-Management Corp. 3 CCH Trave 
Rec. Rev. (9th ed.) {| 14,481 (N.D. Ill. 1950) ($290,000 penalties sought). 

* 64 Srar. 818 (1950); 50 US.C.A. App. § 2158 (1951). By Executive Order 10200, 
the president delegated his powers regarding exemptions to the Defense Production 
Administrator. 1 CCH Trave Rec. Rep. (9th ed.) § 813.10 (1951). 

*56 Srat. 357 (1942); 50 US.C.A. App. § 1112 (1944). 

*61 Strat. 945 (1947); 50 US.C.A. App. § 1912 (1949). 

*Pub. L. No. 899, 81 Cong., 2d Sess. (1950), amending 38 Srar. 731 (1914), 15 
U.S.C. § 18, 21 (1941). See H. R. Rep. No. 1191, 81st Cong., Ist Sess. (1949) and Sen. 
Rep. No. 1775, 81st Cong., 2d Sess. (1950). 
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tion loophole has been sought by the Federal Trade Commission for more 
than twenty years, upon the contention that 


“. .. there is no greater internal threat to the antitrust laws and to the 
maintenance of the competitive system than this gap in the law which 
permits corporations to do by mergers and acquisitions that which 
they are specificially prohibited from doing as independent concerns.” * 


The change in the qualifying clause of Section 7 apparently is intended 
also to bring it into harmony with the qualifying clause of Section 3 of 
the Clayton Act, covering exclusive dealing arrangements. Explaining the 
phrase “section of the country,” new to the antitrust laws, the Senate 
Judiciary Committee indicated that its measurement would vary with and 
be determined by “the area of effective competition for a given product.” ° 
In this the Committee relied upon the decision in Standard Oil Co. of Cali- 
fornia v. United States, in which the Supreme Court outlawed (under Sec- 
tion 3 of the Clayton Act) requirements contracts between Standard and in- 
dependent service stations which handled 6.7% of the gasoline marketed in 
a seven-state western area. The Court interpreted the qualifying clause of 
Section 3 to be satisfied “by proof that competition has been foreclosed in 
a substantial share of the line of commerce affected.” ** Doubtless a ques- 
tion for early decision by the courts will be whether or not the amended 
section prohibits such acquisitions in the direction of vertical integration as 


* REPoRT OF THE FEDERAL TRADE COMMISSION ON THE Mercer Movement 8 (1948). 
In Sen. Rep. No. 1775, supra note 7, considerable weight was given the findings 
of Dr. W. I. King, that 1% of the corporations own approximately 60% of 
total corporate assets, 2% own 70%, 3% own 80%, and slightly under 10% own 
90%. Dr. King’s statistics showed, also, however, that the proportion of the assets of 
all manufacturing corporations held by the 25 largest did not change materially from 
1929 to 1948. Dr. King testified “the force of competition has been quite effective in 
preventing them from going any further, but it has not been effective at all in pre- 
venting them from getting large. They have grown with the country”; and that “in 
1940, 1 per cent of the largest corporations in the country received about 71 per cent 
of the total net income. In 1946 they received only about 49 per cent of the total net 
income.” See Hearings before a pe Racnannted of the Committee on the Judiciary on 
H.R. 2734, U. S. Senate, 81st Cong., Ist and 2d Sess. 240-248 (1949-50). 

*Sen. Rep. No. 1775, supra note 7, at 6 (1950). The Report amplifies: “As the 
bill originally stood, it was to be violated if, among other things, competition was sub- 
stantially lessened ‘. . . in any community, . . .’ of the country. The use of this word 
raised a storm of controversy, ——s around the possibility that the act, so worded, 
might go so far as to prevent any local enterprise in a small town from buying up an- 
other local enterprise in the same town. As a consequence, the word ‘community’ was 
dropped from subsequent versions of the bill”. To Representative Celler, “section” so 
used means “trade area.” See Hearings, supra note 8, at 68. 

” 337 U.S. 293, 69 Sup. Ct. 1051 (1949). 


"Id. at 314, 69 Sup. Cr. at 1062. 
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that involved in United States v. Columbia Steel Company,** where the 
Supreme Court held that the business-purpose acquisition of Consolidated 
Steel (which provided an outlet for approximately 3% of certain kinds of 
steel in an eleven state western area) by a United States Steel subsidiary did 
not violate Sections 1 or 2 of the Sherman Act. 


The elaborate analysis made by the Federal Trade Commission of the 
concentration of economic power, and its conclusion that “the outstanding 
characteristic of the current merger movement has been the absorption of 
smaller, independent enterprises by larger concerns” ** belatedly was met by 
some countervailing findings." These findings, based upon the same data as 
the Commission report, took into account not only the number of mergers, 
but the size of the merged companies. The conclusion of the authors 
(which supplied the basis for the Senate Judiciary Committee minority re- 
port on H.R. 2734), was that “mergers were a much less important source 
of growth for large companies than for smaller companies; . . . that because 
of their large absolute size, other factors such as retained earnings and the 
relative availability of outside capital have potentially much greater effects 
on concentration than mergers have had since 1940; (and that, in summary, ) 
mergers have been responsible for such a small percentage of the total 
growth of large firms since 1940 that their effect on over-all levels of in- 
dustrial concentration has been very small.” ?* Many business lawyers will 
recognize and understand the reason assigned by the writers of the article 
quoted above for the negligible part played by big corporations in the 
merger movement: 


* 334 US. 495, 68 Sup. Cr. 1107 (1948). Herbert A. Bergson, then Assistant At- 
torney General, Chief, Antitrust Division, and Senator Estes Kefauver, testifying in favor 
of the bill, cited the Columbia Steel decision as demonstrating the need for the amend- 
ment. Hearing Before Subcommittee No. 3 of the Committee on the Judiciary on 
H.R. 998, H.R. 1240, H.R. 2006, H.R. 2734, 81st Cong., 1st Sess. 13, 28 (1949). Profes- 
sors Eugene Rostow and M. A. Adelinan recently indicated their respective beliefs that 
“as a merger case, Columbia Steel is now a dead letter.” See Adelman, Integration and 
the Outlook for the Future, and Rostow, Problems of Size and Integration, Addresses 
before the New York State Bar Association, Section on Antitrust Law, January 24, 1951. 
(These addresses, together with others delivered at this meeting, appear in the CCH 
Symposium Business Practices Unper FeperaL Antitrust Laws (1951)). 

*FTC Report, supra note 8, at 28. 

* Lintner and Butters, Effect of Mergers on Industrial Concentration 1940-47, 32 
Rev. or Econ. anp Stat. 30 (1950) (discussed and reprinted, Hearings, supra note 8, at 
340 et seq. and Appendix.) 

* Id. at 31-3. Explaining the difference in the two analyses, Dr. J. M. Blair, FTC 
economist, pointed out that Drs. Lintner and Butters excluded from consideration such 
transactions as acquisition by investment bankers of Colorado Fuel & Iron Co. stock, 
purchases of additional stock in controlled subsidiaries by parent companies, etc. with 
the result that total value of acquired assets they considered was not 5.3 but 3.3 billion 
dollars. Hearings, supra note 8, at 368. 
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“. ... one of the main reasons for the relatively slight contribution of 
mergers to the growth of very large companies is that these companies 
are acutely sensitive to the threat of antitrust prosecution.” 7° 


At early hearings on H.R. 2734, the fear was expressed that the grant 
of power to the Federal Trade Commission was too broad, and that the chief 
impact of the bill would be upon small business. Small business men, ready 
to retire, or in distressed circumstances, would have no market for the sale of 
their businesses; small businesses could not be merged in order to provide 
effective competition for large enterprises already in the field. ** In response 
to these objections the Senate Committee Report points out: 


“Acquisitions are forbidden only where . . . the effect ‘may be’ sub- 
stantially to lessen competition or to tend to create a monopoly. 

“The use of these words means that the bill, if enacted, would not apply 
to the mere possibility but only to the reasonable probability of the 
prescribed effect, as determined by the Commission in accord with the 
Administrative Procedure Act.” ' 


It indicates specifically, moreover, that the section is not intended to “have 
the effect of preventing a company which is in a failing or bankrupt con- 
dition from selling out.”’® The report makes plain however that the 
amendment is intended to reach “far beyond the Sherman Act” and to make 
unlawful all acquisitions having the specified effect upon “any line of com- 
merce, whether or not that line of commerce is a large part of the business 
of any of the corporations involved in the acquisition.” *° It remains to be 
seen whether, in practice, the statement that the section should not apply 


Lintner and Butters, supra note 14, at 33; see also Gossett, Big Labor in the Demo- 
cratic Society, 32 Cut. Bar Rec. 7, 8 (1950). 

"See Hearings, supra note 8, at 32, 118, 129-39. Representatives Celler and Patman 
bitterly assailed such testimony, the latter stating, “These false objections do not come 
from small business itself. They come from the representatives of big business, the dupes 
of big business, or from phony small-business fronts financed by big business”. Hearings, 
supra note 8, at 126. Testimony in support of the bill was given by farm, labor, con- 
sumer and such small business groups as retailer associations. Opposition was ex- 
pressed by groups representing small (less than 500 employees) manufacturers, likely 
to be affected by the bill, in particular because the bill’s language, like that of the 
Robinson-Patman Act, would give the FTC power to stop an acquisition on the “reason- 
able possibility” that competition might be substantially lessened. Cf., Federal Trade 
Commission v. Morton Salt Co., 334 U.S. 37, 46, 68 Sup. Cr. 822, 828 (1948). Articulate 
opposition was given, for example, by the Illinois Manufacturers’ Association (not 
affiliated with the national association) on behalf of its members, 30% of whom em- 
ployed less than 20 persons, 40% less than 50 persons, 60% less than 100 persons, and 
70% less than 200 persons. Hearings, supra note 8, at 294-313, 391-416. 

* Sen. Rep. No. 1775, supra note 7, at 6-7. 

* Ibid. Embracing the holding in International Shoe Co. v. Federal Trade Com- 
mission, 280 U.S. 291, 50 Sup. Ct. 89 (1930), the report indicates that “a company does 
not have to be actually in a state of bankruptcy to be exempt from [the Act’s] 
provisions.” 

* Ibid. Cf. discussion of Columbia Steel, supra note 12. 
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to “inconsequential acquisitions, as distinguished from acquisitions that 
materially change the number, size or power of the enterprises engaged in 
competition” ** will be observed by the Trade Commission and the courts. 


PENDING LEGISLATION 


Three bills pending before the Eighty-Second Congress appear likely 
of adoption. 


The McCarran Bill 


The McCarran Bill, S. 719, a revised version of the O’Mahoney Pricing 
Practices Bill which was approved by the Eighty-First Congress and vetoed 
by the president, ** would amend Section 2 of the Robinson-Patman Act to 
make it a complete defense to a charge of price discrimination for a seller to 
show that his differential in price or service “was made in good faith to 
meet the equally low price” or service of a competitor. The bill contains a 
proviso that a seller who “knew or should have known” that the competitive 
price which he met was an unlawful one shall not be deemed to have acted 
in good faith. The sponsors of the bill state that it is designed to “end the 
existing confusion by clarifying the statute to conform to the interpreta- 
tion given to it by the majority of the Supreme Court” ** in the recent 
decision of Standard Oil Company v. Federal Trade Commission.** Here 
(as is more fully discussed elsewhere in this symposium) *° the court spe- 
cifically ruled “that wherever a lawful lower price of a competitor threatens 
to deprive a seller of a customer, the seller, to retain that customer, may in 
good faith meet that lower price.” ** The Court repeatedly referred to 
the “lawful lower price of a competitor” in the context of its discussion of 
the decisions in Corn Products Refining Co. v. Federal Trade Commission, *" 
and Federal Trade Commission v. A. E. Staley Mfg. Co.,** wherein the bad 
faith adoption of an illegal system of basing point prices was held to be 
without the protection of the meeting competition defense. Accordingly, 
a fair interpretation of the opinion seems to be that meeting an equally low 
price of a competitor in good faith will be held a complete defense to a 
charge of price discrimination. This interpretation would not permit the 


” Hearing, supra note 12, at 41. 

*§. 1008, 81st Cong., 2d Sess. (1949); Veto Message, CCH Trane Rec Rep. (9th 
ed.) § 61,274 (1950). The McCarran Bill no doubt was watered-down in the hope that 
if enacted it might not be met by a presidential veto. 

** Statement of Senator Johnson (Colo.), chairman of the Senate Interstate Com- 
merce Committee, 97 Conc. Rec. 759 (Jan. 29, 1951). 

* 340 US. 231, 71 Sup. Cr. 240 (1951). 

* See Simon, Prime Discrimination to Meet Competition, infra, p 575. 

* 340 US. 231, 242, 71 Sup. Cr. 240, 245-6 (1951). 

* 324 US. 726, 65 Sup. Cr. 961 (1945). 

* 324 US. 746, 65 Sup. Cr. 971 (1945). 
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adoption either individually or collusively ** of an illegal system of prices 
under the guise of meeting competition. It would permit good faith meeting 
of a competitor’s price, in individual situations, whether to retain an old or 
to obtain a new customer. Any other rule would place an impossible 
burden upon sellers, in the way of requiring them to employ a corps of 
lawyers and accountants to determine the legality of a competitor’s prices 
before they safely could offer to meet such competition, and would pre- 
suppose a seller’s right of visitation and inspection of competitors’ books 
which does not exist. Any other rule would defeat a primary aim of the 
Sherman Act: to assure buvers of a latitude of choice of sellers. 


The sponsors of the McCarran Bill intend that it shall clarify the freight 
absorption issue. *° It may be doubted that the bill in its present form 
would be effective to accomplish this end. Freight absorption might still be 
attacked as an unfair method of competition under Section 5 (a) of the 
Federal Trade Commission Act.*? Moreover, even under the Robinson- 
Patman Act, it would be difficult if not impossible for sellers to justify 
geographic price differentials on delivered prices as an effort in good faith 
to meet an equally low price of “a competitor.” If the competition of a 
price leader is met, bad faith might be found under the rule of the Staley 
case, where the Supreme Court pointed out: 


“§ 2(b) does not concern itself with pricing systems or even with all the 
seller's discriminatory prices to buyers. It speaks only of the seller’s 
‘lower’ price and of that only to the extent that it is made ‘in good faith 
to meet an equally low price of a competitor.’ The Act thus places 
emphasis on individual competitive situations, rather than upon a general 
system of competition.” ** 


*®See Federal Trade Commission v. Cement Institute, 333 U.S. 683, 68 Sup. Cr. 793 
(1948); Triangle Conduit & Cable Co. v. Federal Trade Commission, 168 F.2d 175 (7th 
Cir. 1948) aff'd by equally divided court, Clayton Mark & Co. v. Federal Trade Com- 
mission, 336 U.S. 956, 69 Sup. Cr. 888 (1949); Bond Crown & Cork Company v. Federal 
Trade Commission, 176 F.2d 974 (4th Cir. 1949). 

*”See statement of Senator Johnson, supra note 23: “My concern in this matter 
relates primarily to freight absorption. This bill applies to a seller lowering his price in 
good faith to meet a competitor’s lower price. This is a complete solution to the 
freight absorption problem, as far as the Clayton Act is concerned, for freight absorp- 
tion is merely one means by which a seller reduces his price to meet the lower price of 
a competitor. Whenever a seller absorbs freight to meet the lower price of a com- 
petitor who is located nearer to the buyer he is not doing anything other than to reduce 
his price to meet the equally low price of a competitor.” See also Statements of Senator 
McCarran, 97 Conc. Rec. 385-6 (Jan. 17, 1951), emphasizing the need for such legisla- 
tion, and 97 Conc. Rec. 758 (Jan. 29, 1951) stating that the bill “merely asserts, in 
statutory form, what the Court, in the Standard Oil case, declared the law to be.” See 
generally, Simon, Geocrapuic Prictne Practices (1950); Symposium, Delivered Pricing, 
15 Law & Contemp. Pros. 123 (1950). 

* 38 Stat. 719 (1914) as amended; 15 U.S.C. § 45 (1941). Section 1 of the Pricing 
Practices Bill would have amended the Trade Commission Act to prevent this result. 

“Federal Trade Commission v. A. E. Staley Mfg. Co., 324 U.S. 746, 753, 65 Sup. Cr. 
971, 975 (1945). 














498 ANTITRUST LAW [Vor. 1950 


Where is the line to be drawn between “pricing systems” and “individual 
competitive situations?” Where the price of a competitor is met in more 
than one place, a hundred places, five hundred? And is the seller under the 
penalty of knowing that his competitor’s pricing system is not unlawful? 
In its present form, the bill provides no answer. On the other hand, if in- 
dustry competition, i.e., the going price, is the one which is met, a seller 
would risk a finding of industry collusion, as in the Cement, Conduit and 
Crown & Cork cases. ** It is to be hoped that a more comprehensive bill, 
and a well documented legislative history, will be developed to supply the 
solution to these problems. 


Walter Bill 


The Walter Bill, H.R. 2401 (one of several designed to strengthen the 
antitrust laws by putting teeth in its punitive provisions), would increase the 
maximum fine for criminal violation of the Sherman Act from $5,000 to 
$50,000. °* As a deterrent to antitrust violation, it seems highly doubtful 
that this bill will have a fraction of the effect generated by the current rash 
of treble damage suits consequent upon various criminal convictions and 
civil decrees obtained by the government. * 


Denton Bill 


A third bill, H.R. 1323, °° would amend Sections 4 and 5 of the Clayton 
Act to: (1) permit the United States to sue for single damages whenever it 
is “injured in its business or property by reason of anything forbidden in the 


*See note 29, supra. 

* Introduced in the House, 97 Conc. Rec. 1055 (Feb. 5, 1951). Its predecessor in 
the 81st Congress, H.R. 7827, was passed by the House, 96 Cone. Rec. 8180-6 (June 5, 
1950). See H.R. Rep. No. 1906, 81st Cong., 2d Sess. (1950). The Justice Department 
supported H.R. 7827 on the ground that “. . . corporations act through individuals, and 
if an individual has to pay or has to face the possibility of a $50,000 fine, which is not 
deductible as a business expense from his income, it should provide an additional 
deterrent against violating the law.” Hearings before the Subcommittee on Study of 
Monopoly Power of the Committee on the Judiciary on H.R. 6679 and H.R. 7827, 81st 
Cong., 2d Sess. 2 (1950). 

*“Government civil and criminal antitrust cases bring on their heels large num- 
bers of private cases by injured persons who seek to use the evidence unearthed by the 
government or rely on the presumption created by a successful prosecution. These 
private cases are usually over twice as numerous as government civil cases and take al- 
most as long to dispose of.” Annual Report, supra note 2, at 43-4. 

* A similar bill in the Fighty-first Congress, H.R. 8763, was reported with amend- 
ments, H.R. Rep. No. 2467, 81st Cong., 2d Sess. (1950), and passed by the House, as 
amended, 96 Conc. Rec. 10597-604 (July 17, 1950). 
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“antitrust laws;” *7 (2) establish a uniform six year statute of limitations for 


damage actions brought for violation of the antitrust laws; ** and (3) make 
a final judgment or decree against a defendant in litigated, criminal or 
equitable proceedings brought by the United States prima facie evidence in 
a subsequent action by the United States against the defendant for damages 
arising from the violation. *° Primarily, the single damages provision of this 
bill would permit recovery of defense expenditures swollen through the 
collusive efforts of war contractors. Unquestionably, the proposed expan- 
sion of the prima facie evidence provision would put an even greater pre- 
mium on the conservatism and forecasting ability of business lawyers in 
antitrust matters. 


RECENT DEVELOPMENTS IN THE COURTS 


Only four opinions *° were delivered by the Supreme Court during the 
1949 term, in the course of its disposition of twenty-three government and 


“ The Department of Justice has given some emphasis to a “program in behalf of 
public purchasing.” V CCH Trape Rec. Rep. (9th ed.) | 61,170 (1950). One aspect of 
this program has been “closed specifications”. Timberg, Recent Developments in Anti- 
trust Consent Judgments, 10 Fep. B.J. 351, 362 (1949). Cities and states may sue for 
damages under the present statute, Georgia v. Evans, 316 US. 159, 62 Sup. Ct. 972 
(1942); Chattanooga Foundry and Pipe Works v. Atlanta, 203 U.S. 390, 27 Sup. Cr. 65 
(1906), but the United States may not. United States v. Cooper Corp., 312 U.S. 600, 
61 Sup. Ct. 742 (1941), although it may intervene in a private action. Crosby Steam 
Gage & Valve Co. v. Manning, Maxwell & Moore, Inc., 51 F. Supp. 972 (D. Mass. 
1943). 

* The original Denton Bill, H.R. 7905, would have tolled the statute of limitations 
until, in case of conspiracy, the plaintiff discovered or should have discovered the facts, 
as well as during the pendency of any proceeding brought by the United States. See 
Hearings Before the Subcommittee on Study of Monopoly Power of the Committee on 
the Judiciary on H.R. 7905 and H.R. 8763, 81st Cong., 2d Sess. i-2 (1950). One court 
recently has held that a suit was “pending” and the statute tolled during the effective- 
ness of a consent decree which had a provision for reopening. See Christensen v. Para- 
mount Pictures, Inc. (D. Utah, 1950) 4 CCH Trane Rec. Rep. (9th ed.) §] 62,751 (1951). 
For a survey of currently applicable state statutes, see 96 Conc. Rec. 10598-60 (July 17, 
1950). 

* H.R. 7905, supra note 38, which would have made convictions and judgments 
conclusive evidence (just as in the original Clayton Bill in the 63rd Congress) in such 
cases, was rejected by the House Subcommittee. See Hearings, supra note 38, at 8-15. 
The Supreme Court has granted certiorari in Emich Motors Corp. v. General Motors 
Corp., 181 F.2d 70 (7th Cir. 1950), cert. granted, 71 Sup. Cr. 62 (1950), in connection 
with the use which may be made in a treble damage suit of a criminal conviction under 
present law, 38 Star. 731 (1914); 15 US.C.A. § 16 (1941). 

“United States v. Yellow Cab Co., 338 U.S. 338, 70 Sup. Cr. 177 (1949); United 
States v. Morton Salt Co., 338 U.S. 632, 70 Sup. Cr. 357 (1950); United States v. 
National Association of Real Estate Boards, 339 U.S. 485, 70 Sup. Cr. 711 (1950); 
Automatic Radio Mfg. Co., Inc. v. Hazeltine Research, Inc., 339 U.S. 827, 70 Sup. Ct. 
894 (1950). 
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private cases dealing with business regulation. +? Two of thes< opinions, the 
Morton Salt and Hazeltine Research cases, are discussed elsewhere in this 
symposium. Two others, United States v. National Association of Real 
Estate Boards, and the Yellow Cab case, deserve mention here. At this writ- 
ing, the Court had delivered in addition, two significant opinions 42 at the 
1950 term. Of these, the Standard Oil case is discussed elsewhere in this 
symposium. The Kiefer-Stewart case is noted below. 


Real Estate Boards Case 


In the Real Estate Boards case, the District of Columbia court had held 
that real estate men working on commission, like those who toil for wages, 
are not subject to the per se illegality concept applicable to cases of price 
fixing of commodities, and that for lack of a showing of substantial diminu- 
tion in competition as the result of the association’s activities, the complaint 
should be dismissed. ** The Supreme Court reversed, holding that real 
estate brokerage involved trade within the meaning of Section 1 of the 
Sherman Act, not the labor of a human being under Section 6 of the Clayton 
Act, and that fixing of commission rates, like price-fixing in commerce, was 
illegal per se. ** 

The reluctance of the courts to expand exemptions from the Sherman 
Act is reflected also in the decision of Local 36, International Fishermen & 
Allied Workers v. United States,** in which the Supreme Court denied 
certiorari. In this case, the union was indicted for fixing the prices of fish 
at certain west coast fishing ports, in restraint of trade in a seven state west- 
ern area. The evidence showed not only price fixing but exclusion of non- 
cooperators by various predatory means. The jury conviction was upheld 


“ Analyzing the resuits of these 23 cases, including those which became final by 
denial of certiorari, it seems fair to state that business lawyers might take comfort from 
the decisions in 13. This is in startling contrast to the broad extension of antitrust 
doctrine entailed by the opinions in 32 out of 38 cases in the Supreme Court in the 
three preceding terms. See Gossett, Big Labor in the Democratic Society, 32 Cm. 
Bar Rec. 7, 8 (1950). It should be noted however that the government, as a party 
in 15 of the 23 cases disposed of at the 1949 term, was successful in 12. 

“ Standard Oil Co. v. Federal Trade Commission, supra note 24; Kiefer-Stewart Co. 
v. Joseph E. Seagram & Sons, Inc., 340 U.S. 211, 71 Sup. Cr. 259 (1951). 

“ United States v. National Ass’n of Real Fstate Boards, 84 F. Supp. 802 (D.D.C. 
1949). 

“United States v. National Ass’n of Real Estate Boards, 339 U.S. 485, 489, 70 Sup. 
Ct. 711, 714 (1950). For a review of the problem of labor and the antitrust laws, see 
Gossett, supra note 41. 

“177 F.2d 320 (9th Cir. 1949), cert. denied, 339 U.S. 947, 70 Sup. Cr. 801 (1950). 
But see North Little Rock Transportation Co. v. Casualty Reciprocal Exchange, 181 
F.2d 174 (8th Cir. 1950), cert. denied, 340 US. 823, 71 Sup. 56 (1950) (insur- 
ance rate fixing by state licensed rating bureau upheld under McCarran-Ferguson 
Act). Although there are approximately 20 exemptive statutes (See CCH, A New 
Look at Antitrust ENrorceMENT TRENDS, Appenpix (1950)) the courts tend to give 
them the strictest construction. Van Cise, THe ANTITRUST LAWs FROM THE POINT OF 
View oF A Private Practitioner 23 (Practising Law Institute, 1949). 
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upon appeal, the Ninth Circuit pointing out that the union members were 
producers, and not laborers immune from the Act, but that even if Section 
6 of the Clayton Act did apply, their concerted efforts to exclude certain 
producers and dealers from the market constituted violations of the law 
far outside the scope of the immunity which can be accorded under that law 
to any group. 


Yellow Cab Case 


In the Yellow Cab case,** the Supreme Court affirmed the trial court’s 
holding that the acquisitions by Checker Cab Manufacturing Co. of cab 
operating properties in four cities did not constitute a “deliberate, calculated 
purchase, for control” of an outlet for its product, in violation of Sections 
1 and 2 of the Sherman Act. In an earlier appeal of the same case, the 
Supreme Court had held that the complaint was improperly dismissed. *7 


The Government seized upon the language and holding in the first 
Yellow Cab case to urge in the Columbia Steel case ** that buying up an 
outlet in the process of vertical integration of industrial units involved a 
plan to monopolize the business of that outlet and therefore was illegal 
per se. The Court rejected this theory, however, pointing out that the 
acquisition of an outlet to meet the needs of an expanding business did not 
necessarily involve an illegal plan. In this connection, it was indicated that 
such an acquisition would violate Section 2 of the Sherman Act if accom- 
panied by a specific intent to monopolize ‘ ‘any part” of interstate trade, 
which was the situation contemplated in the first Yellow Cab opinion. *° 
Secondly, it would be illegal if, as the result of the acquisition, trade actually 
was unreasonably restrained in a manner to support an inference of illegal 
intent. °° Finally, even if the acquisition was conceived purely out of 
legitimate business motives, it would contravene the antitrust laws if it 
unreasonably restricted the opportunities of competitors of the acquiring 
enterprise to market their goods.*' Finding that the acquisition was not 
motivated by illegal intent, and after defining the competitive product and 
the competitive market, the Court concluded that the Columbia Steel ac- 


“United States v. Yellow Cab Co., 338 U.S. 338, 70 Sup. Ct. 177 (1949), affg. 80 
F. Supp. 936 (N.D. Ill. 1948). 

“United States v. Yellow Cab Co., 332 U.S. 218, 67 Sup. Cr. 1560 (1947). 

“United States v. Columbia Steel Company, 334 U.S. 495, 68 Sup. Cr. 1107 (1948). 

“Id. at 519-23, 68 Sup. Ct. at 1120-1122. For discussions of the meaning of “any 
part” of interstate trade, see Standard Oil Co. v. United States, 221 U.S. 1, 61, 31 Sup. 
Ct. 502, 516 (1911); Indiana Farmers Guide Co. v. Prairie Farmer Publishing Co., 293 
US. 268, 279, 55 Sup. Cr. 182, 185 (1934); and Patterson v. United States, 222 Fed. 599, 
621 (6th Cir. 1915), cert. denied, 238 U.S. 635, 35 Sup. Cr. 939 (1915). But see United 
States v. National City Lines, Inc., 4 CCH Trape Rec. Rep. (9th ed.) J] 62,757 (7th Cir. 
1951) (Application has been made for certiorari). 

“Columbia Stecl Company, 334 U.S. 495, 525, 68 Sup. Cr. 1107, 1123 (1948). 

" Id. at 526-7, 68 Sup. Cr. at 1123-1124. 
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quisition, pre-empting but three per cent of the relevant market, did not have 
the effect upon competition proscribed by this test. 


The dismissal of the complaint after trial in Yellow Cab provided an 
opportunity for the Supreme Court to reappraise its holding in Columbia 
Steel, and to nullify or circumscribe it. The government appealed the trial 
court’s decision, attempting to distinguish the Colawebis Steel situation upon 
the grounds that (1) the acquisitions of cab operating properties were not 
made to integrate “stages of production” of industrial units, but to pre-empt 
the cab consuming market these operators represented; (2) the acquired 
companies were not taken over as subsidiaries, but contro] alone was bought, 
and this was used “to compel companies in which there are large outside 
ownership interests to purchase . . . cabs . . . not as a free exercise of busi- 
ness judgment, but in furtherance of the interests of a particular cab manu- 
facturer.” *? 

The Supreme Court decided, however, that the single basic issue was 
whether or not the evidence supported the finding of the trial court that the 
acquisitions were due, not to illegal intent to restrain trade, but to “other 
business factors.” Finding that the judgment below represented “the con- 
sidered judgment of an able trial judge”, and emphasizing the point that the 
government, like other litigants in civil cases, is subject to the Federal Rules 
of Civil Procedure, the Court held that there was no clear error in the record 
which would justify reversal under Rule 52. By this decision the Court 
definitely seems to have reaffirmed the rationale of its holding in the 
Columbia Steel case. Accordingly, whether or not Columbia Steel is a “dead 
letter” as a merger case as the result of the passage of the Celler-Kefauver 
Act, there is nothing to indicate that it has lost its vitality where, in the ab- 
sence of illegal intent, the narrowed market engendered by accomplished 
integration is made the subject of a Sherman Act prosecution. ** 


Kiefer-Stewart Case 


In Kiefer-Stewart Co. v. Joseph E. Seagram & Sons, Inc.,** two liquor 
distributing subsidiaries of Seagram held price conferences after which one 
of the distributors (Calvert Sales) cut off a wholesaler who refused to ob- 
serve maximum resale prices. The treble damage verdict reached by the 
trial court was reversed by the Court of Appeals on the grounds that estab- 
lishing ceiling prices did not violate the Sherman Act; that no conspiracy, 
but merely opportunity to reach an understanding, had been proved; and 
that the parallel action taken by the two distributors thereafter was explain- 
able on grounds other than collusion.** The Supreme Court reversed, 


“ Brief for the United States, p. 61, United States v. Yellow Cab Co., 338 US. 338, 
70 Sup. Ct. 357 (1949). 

See Rostow, supra note 12. 

"340° US: 211, 71 Sup. Cr. 259 (1951). 

182 F.2d 228 (7th Cir. 1950). 








WInTER] THE CURRENT STATUS 503 


pointing out that price conferences, followed by price uniformity and the 
admission by one distributor that it had “to go along with” the other, was 
sufficient to support the challenged jury finding of a concert of action to 
tinker with the price structure. The Court went further to reject the defense 
that the two companies, as “mere instrumentalities of a single manufacturing- 
merchandising unit,” were incapable of conspiracy, citing the first Yellow 
Cab decision for the proposition that “common ownership and control does 
not liberate corporations from the impact of the antitrust laws . . . especially, 
where, as here, respondents hold themselves out as competitors.” °° 


It appears, thus, that the conscious parallel action theory concerning in- 
dustry price has been carried over to cover boycott action taken by sub- 
sidiaries on inferred instructions from the parent of the corporate family. *7 


LOWER COURT DECISIONS 


A case which rejects the theory of conscious parallel action concerning 
price is United States v. Pevely Dairy Co. ** 


United States v. Pevely Dairy Co. 


Here, a jury had found the defendants guilty upon a charge of price- 
fixing. The evidence showed a pattern of identical prices and simultaneous 
price changes running back over a period of years. Defendants urged that 
this was the product, not of collusion, but of the fact that the milk was, by 
local ordinance, a standardized commodity; that both dairies paid the same 
prices for raw milk, and the same union scale of wages, and that the prac- 
ticalities of competition forced each to take into account the published 
prices of the other in establishing its own schedule of prices. In this situa- 
tion, it was argued, uniformity of price and near simultaneous changes 
therein in answer to changes in items of cost are inevitable and are of no 
probative force in a prosecution for conspiracy. 


On appeal, the Court of Appeals for the Eighth Circuit reversed, point- 
ing out that the circumstantial evidence concerning identity of prices and 
simultaneous changes was consistent equally with the necessities of competi- 
tion as with collusion. This holding tends to reassure the practitioner that 


*° 340 US. 211, 215, 71 Sup. Ct. 259, 261 (1951). In an amicus brief, the Govern- 
ment, arguing that the Court of Appeals decision was “a clear-cut usurpation of the 
function of the jury,” pointed out that the latter might have believed “the testimony 
that the only explanation given for the about-face of Calvert Sales was that it was re- 
quired to act in unison with Seagram, which had stock control of Calvert.” Brief for 
the United States as Amicus Curiae, pp. 12-13. 

“For discussion, see Adelman, supra note 12, and Van Cise, Practical Planning, 
Addresses before the New York State Bar Association, Section on Antitrust Law, 
January 24, 1951. 

178 F.2d 363 (8th Cir. 1950), cert. denied, 339 U.S. 942, 70 Sup. Ct. 974 (1950). 
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something more than inference, at least in criminal cases, will be required 
in the proof of conspiracy. Perhaps of equal importance is the fact that in 
its opinion the court recognizes and accepts one of the realities of competi- 
tion in a highly industrialized economy: in an industry characterized by two 
or a few large sellers of a standardized product, “Each is forced by the situa- 
tion itself to take into account the [price] policy of his rival in determining 
his own, and this can not be construed as a ‘tacit agreement’ between the 
two.” °° 


American Can Case 


Two other decisions of the lower courts, which have become final with- 
out appeal to the Supreme Court, should be noted. The first of these is 
United States v. American Can Company, a civil case in which it was al- 
leged that the Can Company violated Sections 1 and 2 of the Sherman Act, 
and Section 3 of the Clayton Act, through its use of can closing machinery 
leases and can requirements contracts with canners. After a lengthy trial, 
the court decided that, although the leases and contracts were separately 
negotiated, American was for all practical purposes enforcing a tying re- 
striction, conditioning its leases of closing machinery at nominal rentals 
upon the purchase from it by the canner of his can requirements. Consider- 
ing the requirements contracts separately, however, the court decided that 
while they constituted an unreasonable restraint of trade owing to their 
excessive (five-year) term, similar contracts for one-year periods would not 
contravene Section 1 of the Sherman Act. 


This holding has been followed by the entry of a final decree in this 
case and a consent decree in the companion case against Continental Can 
Company. * Both decrees authorize the use of one-year term requirements 
contracts. The significance of these provisions in the light of the decision 
of the Supreme Court in Standard Oil Co. of California v. United States ° 
is problematical. A possible explanation is that the Justice Department 
will raise no objection to requirements contracts having a maximum term of 
one year if the requirements method of procurement has peculiar utility 
in the industry; if buyers are given a choice of purchasing on an individual 
order or fixed quantity basis; and if buyers are as eager for the flexible 


* Pevely Dairy Co. v. United States, 178 F.2d 363, 368 (8th Cir. 1950) (quoting from 
CHAMBERLIN, THE THEorY oF Mownopouistic Competition) (6th ed. 1950). See also 
Cement Mfrs.’ Protective Ass'n v. United States, 268 U.S. 588, 604-6, 45 Sup. Cr. 586, 
591-92 (1925). Cf. United States v. Masonite Corp., 316 U.S. 265, 276, 62 Sup. Ct. 1070, 
1076 (1942); Interstate Circuit, Inc. v. United States, 306 U.S. 208, 226, 59 Sup. Cr. 467, 
474 (1939); Eastern States Retail Lumber Dealers Ass’n v. United States, 234 U.S. 600, 
612, 34 Sup. Cr. 950, 954 (1919); Federal Trade Commission v. Cement Institute, 333 
USS. 683, 68 Sup. Cr. 793 (1948). 

“87 F. Supp. 18 (N.D. Cal. 1949). 

©V CCH Trane Rec. Rep. (9th ed.) § §] 62,679, 62,680 (1950). 

“See note 10, supra. 
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certainty of supply as are sellers for the stability of demand yielded by such 
arrangements. Upon this basis, presumably, annual competition for con- 
tracts would be equally as effective to protect the public interest as competi- 
tion for individual orders. “* 


Alcoa Case 


Possibly of landmark importance owing to its realistic appraisal of the 
business economics of the industry in question, is the recent Alcoa decision 
by Judge Knox in the Southern District of New York.** After lengthy 
proceedings, the Court of Appeals for the Second Circuit had held in 1945 
that Alcoa was guilty of monopolizing the production of aluminum. * 
Owing to the tremendous industry expansion during the war years, however, 
that court directed that jurisdiction be retained to determine at a future 
time what measures would be necessary to dissipate its monopoly and assure 
competitive conditions. Judge Knox had before him the petitions of the 
government on the one hand for dissolution, and of the company on the 
other hand for a determination that it no longer monopolized the market. 
The court pointed out that, while power to fix prices or exclude com- 
petitors were the criteria in de novo proceedings, a reasonable prediction 
that monopoly power would probably arise “in a discernable future market” 
is sufficient to call forth judicial sanctions in a remedy proceeding. Setting as 
its object the determination of whether or not “effective competition” 
presently existed and reasonably could be expected to continue, the court 
enunciated the following test: 


“In determining the extent of permissible power that is consistent with 
the anti-trust laws in a particular industry, the following factors are 
relevant: the number and strength of the firms in the market; their ef- 
fective size from the standpoint of technological development, and from 
the standpoint of competition with substitute materials and foreign 
trade; national security interests in the maintenance of strong produc- 
tive facilities, and maximum scientific research and development; to- 
gether with the public interest in lowered costs and uninterrupted 
production.” °° 


* Acting under Section 5 of the Federal Trade Commission Act, the FTC has fol- 
lowed the American Can case in In re Ray-Bell Films, Inc., Dkts. 5495-98, outlawing 
exclusive screening contracts among advertising film producers and exhibitors where 
the term exceeds one year. 3 CCH Trane Rec. Rep. (9th ed.) {J 14,503 (1950); Petitions 
for review filed, Jd. [ 14,565 (1951). 

“United States v. Aluminum Co. of America, 91 F. Supp. 333 (S.D.N.Y. 1950). 

® United States v. Aluminum Co. of America, 148 F.2d 416 (2d Cir. 1945). 

* United States v. Aluminum Co. of America, 91 F. Supp. 333, 347 (S.D.N.Y. 1950). 
Additional tests, besides power, were whether or not defendant had an “innate proclivity” 
for violating the antitrust laws—could sustain the burden of proving such intent had 
abated—and whether there existed restrictive relationships with competitors which 
might impair competition. 
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Applying this test, the court analyzed the competitive product, *’ the com- 
petitive market, the natural and productive resources of the three integrated 
producers, their respective production costs, financial positions, trade and 
labor relationships, patents and research facilities, and the various geograph- 
ical and other advantages and disadvantages which were peculiar to each. 
While the court thought that the net balance of these factors did not assure 
effective competition for the future, it contrasted the result which might be 
expected from a decree requiring minor surgery (readjustment of certain 
patent rights and a dissolution of the community of stock interest in Alcoa 
and the Canadian aluminum company), with that which might be expected 
from the government’s proposal to divest Alcoa of properties sufficient to 
establish a fourth integrated producer. Asserting its belief that an aluminum 
industry strong with respect to competing industries was vital both to na- 
tional defense and to peacetime welfare of the general public, the court 
said: 


“Rightly or wrongly, from an economic and social standpoint, big 
business in many industries is an actuality, and if such enterprises are to 
be subjected to effective competition, their trade rivals must be of some- 
what comparable strength... . 


“The vertical divestiture of an integrated concern so as to create, at 
a minimum, another fully integrated and effective competitor would be, 
in its nature, a highly speculative—and even hazardous—venture.” ° 


This decision is significant in three respects: first, the court accepted 
the fundamental business-economics fact that aluminum producers must 
compete not only with one another, but with the producers of other non- 
ferrous metals which may be substituted for aluminum for various pur- 
poses. ** In other words, the competitive product is not a one industry 
proposition. Second, the court took the realistic view that, owing to the 
high capital requirements of the industry, the scarcity of power at accessible 
locations, and the cost bases of their plants to the existing companies, it was 
highly improbable that new integrated producers would become a factor 
in the industry. Hence, the court rejected classical economic theory in 
favor of a facts-of-life approach to the clements which dictate the survival 
or non-surviva! of a business under modern industrial conditions. Finally, in 


“ Considering the basic sources of aluminum, Judge Knox took into account “old 
scrap” (which had been excluded by Judge Hand in the 1945 holding) since, with 
three producers in the field, recovered aluminum would actually compete with primary. 
United States v. Aluminum Co. of America, supra note 66, at 357. 

* Jd. at 416. Inconsistency between the result here and the horizontal divestiture 
ordered in the Movie cases has been suggested. See Rostow, supra note 12. 

““This [industrial] situation imposes a minimum effective size on any aluminum 
producer if it be a real contributor to the growth of the industry, and be, as well, a 
lively competitor with the producers of other metals.” Jbid. But see Timberg, Some 
Justifications for Divestiture, 19 Geo. Wasn. L. Rev. 132, 138-9 (1950). 
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testing the existing industry structure, its performance, the behavior of 
Alcoa, and the government-suggested divestiture in the crucible of the 
greater public interest, the court applied what might be compared to the 
Bankruptcy Act measure of fairness, equity, and feasibility ° to the question 
of what shall be done about “bigness”. 


Tailoring its order to these measurements, the court reconciled the 
public interest in “effective competition” with the realities of business com- 
petition, industrial efficiency, job security, and the national defense po- 
tential. Certainly this result conforms far better to the societal aims of the 
antitrust laws than the rigid concept of “industrial power . . . scattered into 
many hands”, or the theory that those laws have the single aim to “per- 
petuate and preserve for its own sake and in spite of possible cost, an organi- 
zation of industry in small units which can effectively compete with each 
other.” 7? (Italics added). 


ANTITRUST ENFORCEMENT POLICY 


In his State of the Union message a year ago, the President called for 
curbs upon monopoly in order that, in the fast growing national economy, 
the control of a few dominant groups should not be extended to become “a 
challenge to democratic institutions”. ** Translating this statement into en- 
forcement policy, the then chief of the Antitrust Division pledged continued 
attack upon “monopoly power and restraints of trade which lead to that 
power”, but with the assurance that “we do not attack size in and of itself, 
because size is not an antitrust crime.” ** The trade restraints singled out for 
particular attention by the Department were price-fixing, production re- 
striction, and territorial allocation conspiracies; local monopolies; patent 
abuses; and foreign trade cartels. Criminal proceedings would be brought, 
it was indicated, only in those cases considered to involve willful violations, 
and the triplet remedies of divestiture, dissolution, and divorcement would 
be sought only in those cases where “monopoly power can not otherwise 
be effectively eliminated.” 


Testing this program against the kind of cases the Department has 
filed in the two years ending September 30, 1950, the following picture is 


52 Srat. 897 (1938); 11 U.S.C.A. § 621 (2) (1946). 

"Dissent of Mr. Justice Douglas, United States v. Columbia Steel Company, 334 
US. 495, 536, 68 Sup. Cr. 1107, 1128 (1948). 

™ United States v. Aluminum Company of America, 148 F.2d 416, 429 (2d Cir. 1945). 

* See note 1 supra. 

“Bergson, Bigness in Business, Address before Section on Antitrust Law, N. Y. 
State Bar Association, January 25, 1950, reprinted CCH, A New Look at Antiraust ENn- 
FORCEMENT TRENDS, 85, 91 (1950). Mr. Bergson resigned from the Department effective 
September 30, 1950. His successor has pledged continued vigorous enforcement to pre- 
vent repetition of the “trend to greater concentration” which took place in World War 
II. Morison, supra note 1. 
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presented: 116 cases—more than 10% of the total number filed since 1890— 
have been commenced; 55 of these were criminal cases, of which 26 involved 
price fixing as the primary charge; 26 appear to be familiar destructive 
competition cases, involving predatory practices, production quotas, di- 
visions of territory, boycotts, and the like; and 3 were contempt proceedings 
brought to punish non-compliance with previous antitrust decrees. Sixty- 
one of the proceedings instituted were civil cases, in which a rough classifica- 
tion can be made as follows: 15 were companions to criminal cases; 15 were 
patent abuse or cartel cases; 9 were trade association cases alleging price 
stabilization or other restrictive activities; 8 involved local monopoly ques- 
tions; 8 charged exclusive dealing arrangements; and 6 others can best be 
classified as leveling charges primarily at size as such. *° 


Few business lawyers or businessmen will quarrel with the theory of 
destructive competition prosecutions. “ However, business and Justice De- 
partment lawyers are at opposite poles where prosecutions are founded 
upon inference drawn from conscious parallel action or the mere size of 
a particular business unit. The conscious parallel action concept has been 
discussed above in connection with the Pevely Dairy case. The concentra- 
tion question divides some of the best minds even within the government. 


The Director of the Bureau of Industrial Economics of the Federal 
Trade Commission has alluded to the tremendous leverage which “Bigness” 
gives, whether its strength is derived from monopoly in one industry, ver- 
tical integration, or a “conglomerate union of activities which are industrially 
unrelated.” ** Referring to the latter type of organization, he points out 
that it is immune to business fluctuations which would mean disaster to 


* Compiled by the authors from CCH Trane Rec. Rep. Classification of charges is 
based in part upon Department of Justice releases accompanying the announcement of 
initiation of proceedings. The six cases classified as “size” prosecutions include those 
against: Western Electric Co., in connection with its relationship to A. T. & T., V CCH 
Trave Rec. Rep. (9th ed.) {| 61,186; duPont, in connection with relationships to Gen- 
eral Motors Corp. and United States Rubber Company, /d. at {| 61,219; Great Atlantic 
& Pacific Tea Co., Jd. at ] 61,226, Celanese Corp., arising out of its merger with Tubize 
Rayon Corp., /d. at | 61,235; Standard Oil Co. of California, involving a west coast 
industry-wide suit, Jd. at {| 61,265; General Outdoor Advertising Co., alleged to have a 
monopoly in one type of “billboard” in 1500 cities, towns and villages east of the 
Rockies, /d. at | 61,287. In all except the Western Electric case the main charge seems to 
be that the various defendants, although far from having a monopoly, are too powerful. 
See, e.g. Adelman, The A & P Case: A Study in Applied Economic Theory, LXItl 
Q. J. Econ. 238 (1949); Adelman, supra note 12. Another such case is that (pending 
longer than the two years considered) against the meat packers, United States v. 
Armour & Co., V CCH Trave Rec. Rep. (9th ed.) {[ 61,150. Armour, the largest, and 
Cudahy, the smallest of the “big four”, in 1947 held, respectively, 28.8% and 5.3% of net 
capital assets in the industry. See FTC, Report on tHe CoNceNTRATION oF PRropucTivE 
Faciuities 1947, 53 (1949). 

See McDonald, Businessmen and The Sherman Act, Fortune, Jan. 1950, p. 104. 

™ Epwarps, Maintaintnc Competition, c. IV (1949). It should be noted that Dr. 
Edwards’ book was prepared prior to his joining the Commission, and does not neces- 
sarily represent official views. 
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smaller enterprises; it can take losses for the sake of disciplining or destroy- 
ing a rival; it has an advantage in buying power, in searching out and timing 
its purchases; it can coerce suppliers with threats to produce; it has an ad- 
vantage in litigation, politics, public relations and finance simply out of the 
resources it commands, and owing to its power, seldom finds it necessary 
to utilize it to attain its ends. He states: 


“Large concerns should be considered too big whenever one or two of 
them are so large relative to the others that recourse to the smaller con- 
cerns is unlikely to afford buyers adequate alternatives for escape from 
the policies of the larger ones.” 8 


Suggested as a solution is the establishment of a “rebuttable presumption 
against bigness in excess of some relatively high level of size” (i.e., that ap- 
propriate to technological and administrative efficiency in large scale in- 
dustry), and the toleration of greater size only when it can be shown that it 
is necessary in the public interest. ™ 


By contrast, in a recent public statement, the Secretary of Commerce, 
discussing the impact of “vast mass production techniques upon competi- 
tion”, called for new standards for determining “effective competition”. *° 
He stated: 


“One test of effective competition is whether the business performance 
in such competition serves the public interest in increasing values in 
goods and services for more people—where competitors are progres- 
sively striving in rivalry with their actual or prospective competitors to 
expand their markets, to improve their products or services, or to lower 
prices. We should place more emphasis upon the results of competition 
and less upon the mechanics.” *! 


Policy Determination 


In theory, the Department of Justice does not promulgate antitrust 
policy. Policy is determined by the Congress, and the Department’s func- 
tion is to enforce its statutory enactments. *? In practice, owing to the near 
constitutional breadth of the language contained in the Sherman Act, it is 


* Jd. at 128. Conversely: “The number of concerns should be regarded as unduly 
small when the buyer no longer encounters substantial variations in business policy, 
whether the uniformity which has become good business practice is due to a single 
control, to agreement, or to mutual forbearance among a few large enterprises.” Ibid. 

"Id. at 131. 

“ Competition, Address by Hon. Charles Sawyer at 20th Conference, Harvard 
Business School Association, Boston, Mass., June 10, 1950 (mimeograph). Secretary 
Sawyer is chairman of the President’s Committee on Business and Government Rela- 
tions. For a proposal concerning that committee’s function see Oppenheim, A New 
Look at Antitrust Enforcement Trends, 17 J. Bar Ass’n. D. Cot. 111 1950). 

“Sawyer, supra note 80, at 46. 

“See Addresses of Attorney General (now Justice) Tom Clark, September 25, 
1945, May 1, 1946, CCH Trave Rec. Rep. (9th ed.) {] ] 54,071, 54,091 (1945, 1946). 
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the Department’s prerogative to urge continually expanding application of 
its terms; and it is a budgetary necessity for it to marshal its forces against 
the abuses it deems most important. ** 


Hence the Department has established the per se illegality principle ap- 
plicable to price fixing, ** to purposeful exclusion of competitors, *° and to 
tying restrictions. *° It has whittled away the uses to which patents may 
be put. *’ It has extended the concept of monopolization to condemn the 
existence of power to exclude competitors where coupled with an intent to 
use that power, even though actual exclusion is not proved. *° To some 
writers, the extension of this concept to engender condemnation of the 
mere existence of oligopolistic conditions has seemed a desirable possibility. * 
Members of the Justice Department charged with the duty of preparing 
cases would be less than human if they did not attempt to extend their 
gains in the per se illegality and patent fields, and to expand the power plus 
intent-to-use theory to cover a case wherein mere size is proved. Paralleling 
this inevitable tendency is a similar program in the Federal Trade Commis- 
sion to broaden the concept of price discrimination, unfair trade practices, 
and injury to competition. *° Inevitably, these programs have caused grave 
uneasiness among businessmen. As the Secretary of Commerce recently 
observed: 


“At the moment the rulings, the judicial decisions, and the thinking 
upon this subject are so conflicting and confusing that a restudy, and 


* Appropriations for the Antitrust Division uniformly have increased since 1938, 
when it spent $414,000. See Epwarps, op. cit. supra note 77, at 296-7. The budget for 
1950-51 is $3,750,000. See Pub. L. No. 759, Tit. II, c. TI, 81st Cong., 2d Sess. (1950). 

“ United States v. Socony Vacuum Oil Co., 310 U.S. 150, 60 Sup. Cr. 811 (1940). 

* Associated Press v. United States, 326 U.S. 1, 65 Sup. Ct. 1416 (1945); see also 
Fashion Originator’s Guild of America, Inc. v. Federal Trade Commission, 114 F.2d 80 
(2d Cir. 1940), unanimously aff'd, 312 U.S. 457, 61 Sup. Cr. 703 (1941). 

* International Salt Co. v. United States, 332 U.S. 392, 396, 68 Sup. Cr. 12, 15 (1947). 

“See Wood and Johnson, Patents and The Antitrust Laws, infra p. 544. In the 
Hazeltine Research case, supra note 40, upholding the right of a patentee to restrict his 
license to particular fields and to measure royalties by a percentage of the selling price of 
the completed article, the government’s arguments as amicus curiae for overturning the 
rule of General Talking Pictures Corp. v. Western Electric Co., 304 U.S. 175 (1938), on 
rehearing, 305 U.S. 124, 59 Sup. Cr. 116 (1938), were rejected. See Brief for the United 
States as Amicus Curiae, 30-37, Automatic Radio Mfg. Co., Inc. v. Hazeltine Research, 
Inc., 339 U.S. 827, 70 Sup. Cr. 894 (1950). It is interesting to note that Mr. Justice 
Minton wrote the opinion for the majority, which included Mr. Justice Clark. 

* American Tobacco Co. v. United States, 328 U.S. 781, 66 Sup. Cr. 1125 (1946). 

® See Levi, The Antitrust Laws and Monopoly, 14 U. or Cut. L. Rev. 153 (1947); 
Rostow, Monopoly under the Sherman Act: Power or Purpose?, 43 Iti. L. Rev. 745 
(1949); Timberg, supra note 69. 

“See discussion of Pricing Practices Bill, supra p. 497, Electric Auto-Lite Co., 3 
CCH Trape Rec. Rep. (9th ed.) J] 14,110 (1948). (challenging the validity of functional 


discounts.) 
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perhaps a restatement of policy in this field, is in order. ... I suggest 
a review of the theory and the problems of competition.” * 


THE THEORY OF ANTITRUST 


There are many indications that the theory of antitrust is approaching 
full circle from the rule of reason, where the objective of the antitrust laws 
was interpreted to be elimination of competitive restrictions in order to serve 
the public interest in full production, technological improvement, low 
prices, and a fair wage for labor, ** through the “Curse of Bigness”, with 
its emphasis upon populating the economy with swarms of small com- 
petitors, °* and back to a rule of reason, now termed “workable competi- 
tion”, based primarily upon standards of business performance, applicable 
equally to concerns of great and small financial resources. ** 


The seeds of the new thinking are to be found in the fact that effective 
competition does exist, for example, in the automobile industry, which is 
characterized by the leadership of the big three, as well as in the cloak and 


"See Sawyer, supra note 80, at 2. See also Third Annual Report to the President, 
Council of Economic Advisers, 18 (1948): “The extensive consideration which has 
been given by official commissions and by congressional committees to the problems 
resulting from the increasing size of business units has not yet led to any clear judg- 
ment about the proper national policy.” The Antitrust Division and FTC have been 
roundly criticized for their failure to coordinate policy and prosecution. See Select 
Committee on Small Business, Antitrust Law Enforcement by the Federal Trade Com- 
mission and the Antitrust Division. H.R. Rep. No. 3236, 81st Cong. 2d Sess. (1951). 
But see Celler-Kefauver Act, supra, which amends Sec. 11 of Clayton Act to make the 
Attorney General a party to FTC proceedings under Sec. 7. 

“For a discussion of the rule, see Apex Hosiery Co. v. Leader, 310 U.S. 469, 489- 
500, 60 Sup. Cr. 982, 989-996 (1940). 

*§ Branpeis, THE Curse or BicNess (1935); THore anp Crowper, THE STRUCTURE OF 
Inpustry 231-234 (TNEC Monograph No. 27, 1941); Rexative Erriciency oF Larce, 
Mepivum-sizep AND SMatt Business 112-119 (TNEC Monograph No. 13, 1941); Blair, 
Technology and Size, 38 Am. Econ. Rev. 121 (1948 Part II); dissents of Mr. Justice 
Douglas in United States v. Columbia Steel Company, 334 US. 495, 534, 68 Sup. Cr. 1107, 
1127 (1948) and Standard Oil Co. of California v. United States, 337 U.S. 293, 315, 69 
Sup. Ct. 1051, 1062 (1949); Levi, supra note 89; Rostow, supra note 89; Harbeson, A New 
Phase of the Antitrust Law, 45 Micu. L. Rev. 977 (1947). 

“Economists differ as to the application of the theory. See Mason, Workable Com- 
petition Versus Workable Monopoly, Address before the New York State Bar Associa- 
tion, Section on Antitrust Law, January 24, 1951. Adelman, Effective Competition and 
the Antitrust Laws, 61 Harv. L. Rev. 1289 (1948); Clark, Toward a Concept of Work- 
able Competition, 30 Am. Econ. Rev. 241 (1940); Markham, An Alternative Approach to 
the Concept of Workable Competition, 40 AM. Econ. Rev. 349 (1950); Mason, The Cur- 
rent Status of the Monopoly Problem in the United States, 62 Harv. L. Rev. 1265 (1949); 
Meriam, The Sherman Antitrust Act and Business Economics, in CCH, A New Look at 
Antitrust ENForcEMENT TRENDS 93 (1950); Oppenheim, supra note 80; Stigler, Extent 
and Bases of Monopoly, 32 Am. Econ. Rev. Supp. 1 (1942); Symposium, American Eco- 
nomics Association, Capitalism and Monopolistic Competition, 40 AM. Econ. Rev. 23 
(1950). Dr. Edwards subscribes to this theory to a limited extent, but argues that, in the 
upper ranges, corporate size and family control should be circumscribed. Epwarps, op. 
cit. supra note 77, at 131, 147. Cf., Wright, Toward Coberent Anti-trust, 35 Va. L. Rev. 
665 (1949). 
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suit industry, in which there are hundreds of small manufacturers. The 
increasing acceptance of the theory is due in part to the recognition that, in 
terms of national welfare, the breaking-up process might entail far greater 
loss than gain.°* Elements of risk would include weakening the defense 
establishment, diminishing the economies of large scale production and dis- 
tribution, and smothering the incentive to expand. Increasing acceptance is 
due in part also to the growing belief that immunity of a large, diversified 
enterprise “from the effects of business fluctuations which would mean dis- 
aster to an enterprise operating more narrowly”, far from being a bad 
thing, is a national asset in terms of ironing out the extremes of the business 
cycle. *’ In addition, some writers have pointed out, atomization of big busi- 
ness would leave industry at the mercy of big labor. ** The mounting sup- 
port which “workable competition” is receiving may also reflect increasing 
recognition of the fact that a large number of big corporations are operating 
under the parole-like restrictions of consent decrees or litigated judgments; * 
that most others are acutely aware of the antitrust enforcement program and 
try to conduct their operations well back from the limits marked off by the 
antitrust statutes; '°? and that the status of the law and the vigilance of the 
Antitrust Division provide assurance that violators will be curbed swiftly. 


Under the workable competition theory, occupancy of the field would 
not entirely be eliminated as a test. But the dynamics of the industry would 
be taken into account. Hence, in an industry in which its patents recently 
had expired, even a monopolist would not be subject to prosecution except 
as, by its restrictive policies, it prevented the entry of new firms. Moreover, 
in testing occupancy, the genuine alternatives available to a buyer would be 
considered. A copper producer, for example, would not be judged accord- 
ing to his proportion of copper production alone, but according to his posi- 
tion with relation to copper and its available substitutes. Neither would his 


*In the recent Alcoa decision, discussed supra p. 505, Judge Knox pointed out: 
“.. . it was left to the Supreme Court in the Columbia Steel case to reassure that the 
Sherman Act took cognizance of the economic needs and organization of American in- 
dustry.” 91 F. Supp. 333, 345. See also, Markham, supra note 94, at 361. 

* Epwarps, op. cit. supra note 77, at 101. 

"See Wright, supra note 94, at 669. 

“See Wright, supra note 94, at 698. Arnold, The Effectiveness of Federal Anti- 
trust Laws: A Symposium, 39 Am. Econ. Rev. 689, 690 (1949). See generally, Gossett, 
supra note 41. 

“A number of attorneys have been assigned recently by the Justice Department 
to study compliance with existing decrees. Bergson, Current Problems in the Enforce- 
ment of the Antitrust Laws, 39 Trape Mark Reporter 187, 191 (1949). According to 
the authors’ count, more than 250 consent decrees alone have been entered since 1906, 
150 of which, covering a far greater number of companies, have been entered since 1938. 
See 1 CCH Trane Rec. Rep. (9th ed.) {| 1590 (1948); Note, 63 Harv. L. Rev. 320 (1949). 
Some of the difficulties of doing business under FTC cease and desist orders are re- 
flected in United States v. Morton Salt Co., 338 U.S. 632, 70 Sup. Ct. 357 (1950). 

™ See, e.g., Lessing, The World of Du Pont: The Top Level, Fortune, Oct. 1950, 
p. 88. Lintner and Butters, supra note 14; Jounson, How Antitrust Risks May BE 
Minimizep, Lecture before Practicing Law Institute, New York City, December 10, 
1949 (mimeograph). 
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position in a local market be considered if he competes in a national market. 
Thus the theory contemplates a realistic determination of what is the relevant 
competitive product and market. *’' That is the first inquiry. 


The second inquiry is to determine if, as to that product and market, 
there is, or in the normal course reasonably may be expected to be, effective 
competition. Adverting to some of the tests of “actual market behavior” 
proposed by the new school of political economists, one writer has ob- 
served: 


“Among their suggested criteria for testing whether effective competi- 
tion exists are these: Is there product innovation? Do cost-price re- 
lationships show that reductions in cost are being passed on to con- 
sumers? Is investment excessive in relation to output? Are profits 
continually and substantially excessive? Are production and employ- 
ment at proper levels? Do consumers have real and substantial choice 
in goods and services? Are resources being wasted?” *°? 


Thus the developing theory of the antitrust laws embraces neither the 
code of conduct test found in the Harvester and United States Steel cases, 1°* 
nor the pure structural test to which the courts approached in the earlier 
Alcoa case and the recent American Tobacco case.’* It utilizes a rule of 
reason, and tests the result in the light of the dynamics of the economy, its 
swift paced technology, and the greater public interest. 


The recent Alcoa decision of Judge Knox is an excellent example of 
the realistic manner in which appropriate tests of effective competition may 
be applied to a particular industry. *°° The recent Yellow Cab and Pevely 
Dairy cases seem to reflect a readiness upon the part of the courts to heed the 
business explanation of particular developments, and to reject the concept 
of near-presumption of antitrust guilt which has been urged upon the courts 
by the prosecution in many cases. It is true that such thoroughness is time 
consuming. It is also true that the increasing volume of all litigation in the 
federal courts, in general, and the increased number and complexity of anti- 


™ The need for defining the relevant —— product and market was em- 
phasized by the Supreme Court in Columbia Steel, 334 U.S. 495, 525-7 68 Sup. Cr. 1107, 
1123-1124 (1948) and Paramount Pictures, 334 U.S. 131, 172-3, 68 Sup. Cr. 915, 936-937 
(1948). See also, Markham, supra note 94, at 350-5. 

™ Oppenheim, supra note 80, at 119-20. See also, Wright, supra note 94, at 677 
(note 17): “The modern corporation with many varied enterprises, for example 
Du Pont, may appear to contradict the idea that profit is competed away. Actually con- 
cerns like these are mere legal shells within which hundreds of different enterprises 
have been born and died. And even the shell itself will perish if the management begins 
to atrophy.” 

* United States v. International Harvester Co., 274 US. 693, 47 Sup. Cr. 748 (1927) ; 
United States v. United States Steel Corp., 251 U.S. 417, 40 Sup. Cr. 293 (1920). 

™ United States v. Aluminum Co. of America, 148 F.2d 416 (2d Cir. 1945); Ameri- 
can Tobacco Co. v. United States, 328 U.S. 781, 66 Sup. Cr. 1125 (1946). See also, 
Johnston and Stevens, Monopoly or Monopolization—A Reply to Professor Rostow, 
44 In. L. Rev. 269 (1949). 

™ As an experiment, the competitiveness of the rayon yarn industry has been tested 
in similar fashion. See Markham, supra note 94. 
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trust cases, in particular, have clogged the dockets of the district courts. 1° 
But it is far better that the judiciary shall be expanded and supplied with 
necessary assistants, *°* in order to afford a complete hearing and realistic ap- 
plication of the laws in the light of all the factors affecting an antitrust ques- 
tion, than that the delicate checks and balances of the economic system shall 
be exposed to the bias of politically conscious boards, *°* or subjected to the 
application of pre-conceived, ill-fitting statutory or judicial presumptions 
and devices designed solely to speed antitrust prosecutions to final 
decision. 1°° 


*°“The burden of antitrust litigation is not so much measured by the number of 
cases as by the time consumed to dispose of each one. A study of antitrust cases dis- 
posed of after trial 1946-48 showed that the median time from filing to disposition was 
23 months for government civil cases and 22 months for — civil cases as compared 
with a median time of disposal of less than ten months for all tried civil cases. Thus, 
antitrust cases are with the courts over twice as long as the average case. 

“Moreover, the median length of trial for both government and private antitrust 
cases disposed of during these years was five days as compared with a median of less 
than one day for all trials. Thus, the antitrust cases take over five times as long to try as 
does the average case. Out of eight government antitrust trials in the fiscal year 1949, 
five lasted over ten days, their duration being 19, 22, 38, 42, and 65 days. 

“The number of days spent by district courts in trying antitrust cases in the last 
three years is set forth below: 

Antitrust Cases Tried—1947-1949 
Government Government Private 
Total Civil Criminal Civil 
Number Number Number Number Number Number Number Number 
Trials Days Trials Days Trials Days Trials Days 








1947 24 230 6 38 5 114 13 78 
1948 19 301 3 72 5 23 11 206 
1949 22 293 8 136 3 66 11 91 
Total 65 824 17 246 13 203 35 375 


“In evaluating these figures it should be remembered that only a small fraction of 
the time a judge spends disposing of long cases is spent in the court room. One federal 
district judge estimates that only 10-15% of his time spent in disposing of a long, com- 
plicated antitrust case is spent on the trial.” Annual Report, supra note 2, at 43-4. Fora 
description of the efforts some district court judges have been making to predigest the 
masses of documentary material typical of antitrust cases, see McAllister, The Big Case: 
Procedural Problems in Antitrust Litigation, 64 Harv. L. Rev. 27 (1950); Johnson, A 
Business Lawyer Looks at Judicial Administration, 34 Am. Juv. Soc’y J. 6, 8 (1950); 
Yankwich, Observations on Anti-trust Procedures, 10 F.R.D. 165 (1950). See also, H.R. 
6451, 81st Cong., 2d Sess. (1950) (to amend Expediting Act to permit one instead of 
three judges to hear urgent cases); Report of the Attorney General, 4-5 (transmitted to 
the Judicial Conference, Sept. 26, 1950) (supporting H.R. 6451). 

*" Or that complicated cases (or issues) shall be referred to masters for hearing 
under the supervision of the courts, as has been done in U. S. v. Armour & Co., supra 
note 75. 

See Arnold, supra note 98, at 690; Cf. Dession, The Trial of Economic and Tech- 
nological Issues of Fact, 59 Yate L. J. 1019, 1242, 1271 (1949). 

See Oppenheim, supra note 80, at 120-121: “The price of using the mechanistic 
per se violation doctrine as an escape hatch from the burdens of the ‘rule of reason’ is 
a high when one considers the unreality of reducing problems of concentration to a 
ormula.” 


SIZE AND SHAPE: THE INDIVIDUAL 
ENTERPRISE AS A MONOPOLY 


BY G. E. HALE * 


INTRODUCTION 
The Scope of This Inquiry 
FOR DECADES POLITICIANS HAVE DENOUNCED the wicked mo- 


nopolist. Everyone, or almost everyone,’ professes hatred for monopoly. 
But it is easier to attack the malefactor than to identify him. Each orator 
displays his own picture of the offender and the portrait is rarely painted on 
a mirror. In short, serious confusion exists as to what a monopoly is. 


This study summarizes efforts to define monopoly as reflected in cur- 
rent decisions and doctrine. It attempts to delineate the scope and structure 
of a business enterprise * which may violate our anti-monopoly policy. No 
account is taken of relations among business units: agreements with com- 
petitors, * employees, suppliers and customers * are all ignored. The ques- 
tion to be answered is whether and when a single firm, corporate or other- 
wise, is offensive. And for present purposes it is assumed that the main- 
tenance of a competitive economy is both desirable and desired: we shall not 
venture into the great debate on the feasibility of benevolent socialism. * 


Section two of the Sherman Act prohibits monopolies. Thus our pri- 
mary concern is with the interpretation of that portion of the statute.° The 
precise language of the measure, however, is only slightly significant. As a 


* G. E. HALE. A.B. 1935, Yale University; LL.B. 1938, Harvard University; 
J.S.D. 1940, University of Chicago; associated with the firm of Wilson 
and Mcllvaine, Chicago, Illinois. Mr. John T. Chadwell assisted in the 
formulation of the topic considered herein. 


* Advocates of national socialism, of course, are an exception. Laski, Book Re- 
view, 43 ILL. L. Rev. 726 (1948). 

* Monopolies in the field of organized labor are without the scope of this discussion. 

*Hale, Agreements among Competitors, 33 Minn. L. Rev. 331 (1949). Perhaps 
monopolies are more burdensome to the economy than restraints of trade. Epwakps, 
Matntaininc CompPeETITION 91 (1949). 

* Cf. Standard Oil Company v. United States, 337 U.S. 293, 69 Sup. Cr. 1051 (1949). 

° Hayek, THe Roap to Serroom (1944); Stone, The Myths of Planning and Laissez 
Faire: A Re-orientation, 18 Geo. Wasu. L. Rev. 1 (1949). 

*°26 Srat. 209 (1890); 15 U. S. C. § 2 (1946). Other federal legislation is collected 
in the first part of U. S. C., Title 15. State statutes were collected in W.P.A., State 
Antitrust Laws (Martin ed. 1940). Common law of the various states must also be 
considered. 
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charter of freedom, Mr. Chief Justice Hughes declared, the act has a gen- 
erality and adaptability comparable to that found to be desirable in con- 
stitutional provisions. It contains no detailed definitions.’ Accordingly 
courts are required to enact much interstitial legislation in order to give 
effect to its prohibitions. Thus arises the frequent complaint that the anti- 
trust laws are vague and create woeful uncertainty for entrepreneurs. * 


Generally speaking, the antitrust laws seek to protect “pure” com- 
petition. They are only slightly concerned with market “imperfections” 
such as the obstacles of time and traders’ ignorance.* They do not, for 
example, require the standardization of commodities under grade labels of 
govermental origin. Nor, at this writing, are they controlling as to the size 
and type of corporation which may be formed to carry on an enterprise. 
That domain is now the province of the “private” law of corporations. *° 
Again, the antitrust statutes stand apart from the many types of legislation 
impairing the free movement of prices in the market place.*t And they 
seek their goal despite the discouragement of revenue measures which may 
well be responsible for serious deficiencies in the degree of competition 
achieved. ** Finally, our anti-monopoly acts bear no legal relationship to 
fiscal policy, despite the patent relationship of the business cycle problem to 
that of market freedom. ** In other words, many other types of action taken 
by governments affect the vigor of competition. But in this hasty survey 


* Appalachian Coals, Inc. v. United States, 288 U. S. 344, 359 et seq., 53 Sup. Ct. 
471, 473 (1933). Section 2 of the Canadian Combines Investigation Act, 1923, 13 & 14 
Geo. V, c. 9 (Rev. Stat. Can., c. 26, 1927), as amended July 5, 1935, 25 & 26 Gro. V, c. 
54, is slightly more specific. 

* FairLess, GUILTY BEFORE TRIAL 6, 14 (1950); Jacoby, Antitrust Policy Re-examined, 
58 J. Pot. Econ. 61, 62 (1950). Cf. Kaves, Contracts AND CoMBINATIONS IN RESTRAINT 
or Trave § 91 (1918); Pope, The Reason for the Continued Uncertainty of the Sherman 
Act, 7 It. L. Rev. 201, 206, 211 (1912). 

*°Cf. Munp, Open Markets 238, 255 (1948); Witcox, Competition AND Monopo.y 
in AMERICAN Intustry 3 (TNEC Monograph 21, 1940). It is true, however, that much 
of the activity of the Federal Trade Commission has been directed against ‘imperfec- 
tions”, e.g., Standard Education Society v. Federal Trade Commission, 302 U. S. 112, 
(1937). 

° Cf. Burns, Tue Deciine of Competition 9 (1936); Simons, Economic Poticy 
FoR A Free Society 52 (1948); Hearings before Subcommittee on Study of Monopoly 
Power of the Committee on Judiciary, 8\st Cong., Ist Sess. Part 2A, 539 (1949). 

"Clark, Monopolistic Tendencies, Their Character and Consequences, 18 Acap. 
Pov. Sci. Proc. 124, 127 (1939); Wilcox, On the Alleged Ubiquity of Oligopoly, 40 Proc. 
Am. Econ. Assn. 67, 70 (1950). 

* Hearings, supra note 10, Part 2B, at 1034, 1045; Epwarps, op. cit. supra note 3, 
at 150; Jacoby, Antitrust Policy Re-examined, 58 J. Pot. Econ. 61 (1950). 

** FELLNER, COMPETITION AMONG THE Few: OLIGOPOLY AND S1MILAR Market Struc- 
TURES 289 (1949); TwentieTH Century Funp, How Proritasir Is Bic Business? 159, 164 
(Bernheim ed. 1937); Boulding, /n Defense of Monopoly, 59 Q. J. Econ. 524, 541 (1945). 
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we can only take account of the law which purports directly to deal with 
monopoly. 


Ils There a Trend toward Concentration? 


Many observers report a high degree of industrial concentration and find 
a trend toward even greater consolidation of economic power. Some such 
reporters are superficial students; among them are those who have taken 
on an almost professional character as baiters of bigness. '* But others can- 
not be lightly dismissed. Since 1930 a procession of reputable reports has 
indicated the existence of considerable concentration. '® In 1937, for ex- 
ample, it was stated that 95% of all corporations by number held only 
14.1% of all corporate assets. '* Students have pointed to many industries 
dominated by one, two, three, or four firms.'’ War has been cited as 
causing a marked increase in the dominance of large concerns, perhaps by 
reason of government procurement policies. ** 


Nevertheless, it is difficult to determine what degree of danger the re- 
ports indicate. Many of them are open to objection on technical grounds. ** 
It is hard to know, for example, how concentration should be measured: by 
dollar volume of sales? by dollar value of assets? by number of employees? 


“ E.g. VeBLen, ABSENTEE Ownersuip 77 (1923). 

© FepeRAL TRADE CoMMissION, THF PRESENT TREND OF CorPoRATE MERGERS AND 
Acguisitions 9 (1947); Houghton, The Growth of Big Business, 38 Proc. AM. Econ. 
Assn. 72, 80 et seg. (1948); Smaller War Plants Corporation, Economic Concentration 
and World War II, Sen. Doc. No. 206, 79th Cong., 2d Sess. 6 et seq. (1946). Houghton’s 
analysis is a good deal more objective than the last cited report, which contains some 
statements perhaps difficult to substantiate. For example, at p. 20, the Inland Steel Com- 
pany is listed as part of the “Cleveland Group”, allegedly linked by family and other 
ties to competing steel companies. Other authorities are cited in Galbraith, Monopoly 
and the Concentration of Economic Power in A Survey or ConteEMPoRARY Economics 
99, 106 et seq. (Ellis ed. 1949). 

* Twentieth Century Funp, op. cit. supra note 13, at 54. 

* THore AND Crowper, THE Srrucrure oF INpustry 408, 412 (TNEC Monograph 
27, 1941); Witcox, op. cit. supra note 9, at 65, Hearings, supra note 10, Part 1, at 563 
et seq.; E. B. Muller and Co. v. Federal Trade Commission, 142 F.2d 511, 514, 518 (6th 
Cir. 1944). 

* FEDERAL TRADE COMMISSION, Op. cit. supra note 15, at 2; Smaller War Plants 
Corporation, supra note 15, at 25. The Commission, as always, recommended an amend- 
ment to Section 7 of the Clayton Act prohibiting the acquisition of tangible assets of 
competing corporations. Such as amendment finally became law on December 29, 1950. 
15 USC. § 18. 

* E.g. Unitep States Steet Corporation, Business .. . Bic aND SMALL . . . Butt 
America 95 (1950); Lintner and Butters, Effect of Mergers on Industrial Concentration, 
32 Rev. Econ. anp Stat. 30, 31 (1950); Sugie, The Extent and Bases of Monopoly, 
32 Am. Econ. Rev. Supp. 1, 6 (1942). It has also been pointed out that large corporations 
have recently expended eight times as much money in building new facilities as in ac- 
quiring other businesses by merger. Lintner and Butters, upra, at 32. 











518 ANTITRUST LAW [Vor. 1950 


or otherwise? *° It is difficult, too, to define the commodities ** and markets 
within which the concentration may be scaled. Territories must be limited 
as well as subjects; and markets areas vary with changes in transportation 
facilities. 22 

Evidence has also been adduced to show that the economy is less con- 
centrated than it once was. Many old time giants, it is said, have dis- 
appeared. ** Medium and, perhaps, small business is growing more rapidly 
than enterprises already big.** Some competition disappears in the process 
of merger but new firms may more than make up the loss. *° 


In these circumstances careful commentators have hesitated to take a 
stand. ** They admit they do not know whether monopoly is increasing or 
decreasing in our economy. Even Professor Wilcox, author of the TNEC 
study upon which so many others relied in asserting that competition was on 
the wane, now finds no basis for definite conclusions concerning the relative 


* THorP AND Crowoer, op. cit. supra note 17, at 2; Hearings, supra note 10, Part 1, 
at 571; Smaller War Plants Corporation, supra note 15, at 67. 

** THorp AND Crowner, Op. cit. supra note 17, at 13; Hearings, supra note 10, Part 
1, at 572, 595; Markham, An Alternative Approach to the Concept of Workable Com- 
petition, 40 Am. Econ. Rev. 349, 350 (1950); Wilcox, On the Alleged Ubiquity of Oligo- 
poly, 40 Proc. Am. Econ. Assn. 67, 68 (1950); Mund, Book Review, 40 Am. Econ. Rev. 
454, 456 (1950). The difficulty involved in defining a commodity is discussed in some 
detail at p. 525 et seq., infra. 

* Kaplan, The Influence of Size of Firms on the Functioning of the Economy, 40 
Proc. AM. Econ. Assn. 74, 83 (1950); Wilcox, On the Alleged Ubiquity of Oligopoly, 
40 Proc. AM. Econ. Assn. 67, 72; Mund, Book Review, 40 Am. Econ. Rev. 454, 457 
(1950). Other objections are noted in TwentietH Century Funp, op. cit. supra note 13, 
at 98; Mason, Methods of Developing a Proper Control of Big Business, 18 Proc. Acap. 
Po. Sct. 162, 169 (1939); Stigler, The Extent and Bases of Monopoly, 32 Am. Econ. 
Rev. Supp. 1, 6 (1942). It is said that improved transportation facilities have broken 
down regional barriers, thus increasing competition. Hearings, supra note 10, Part 2B, at 
814. 

* Apams, Is Bicness Bap? 19 (Republic Steel Corporation 1950); TwentietH Cen- 
tury Funp, op. cit. supra note 13, at 101; Unirep States Steet Corporation, op. cit. 
supra note 19, at 11. 

* Kaptan, SMALL Business: Its PLace anp Prostems 39 (1948); Hearings, supra 
note 10, Part 2A, at 604. 

* ADAMS, Op. cit. supra note 23 at 13, 17; Lintner and Butters, supra note 19, at 9, 
10. In KapLan, op. cit. supra note 24, at 53, it was said: 

“.... over the years the small business population exhibits remarkable stamina and 
will to survive in the presence of big-business competition.” 
The author further denied, at p. 74, that statistics showed a higher mortality for small 
retailers since the advent of chain store competition. Some suggestion of the vitality of 
new enterprise is found in the fact that 28 are already engaged in the production 
of a newly developed heating device. 28 Firms Now Make Baseboard Heating Units, 
41 Lanptorps’ Gute No. 5, p. 3 (1950). 

* Ellis, Economic Expansion through Competitive Markets in Financinc AMERICAN 
Prosperity 126, 178 (Homan and Machlup ed. 1945); Adelman, Effective Competition 
and the Antitrust Laws, 61 Harv. L. Rev. 1289, 1293 (1948); Jacoby, Antitrust Policy 
Re-examined, 58 J. Por. Econ. 61, 65 (1950). 
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significance of monopolistic factors. ** In the words of another cautious 

critic: 
“It is questionable whether oligopolistic concentration has increased 
considerably since the first World War; and no one knows how much 
of the present degree of concentration is ‘technologically justified’. All 
we know is that concentration is high in a good many significant in- 
dustries, and we have reason to assume that a considerable part of it is 
not ‘technologically justified’ or even justified by real economies of 
large-scale selling.” ** 


HORIZONTAL SIZE 
Forms of Alleged Monopoly 


Monopoly may be defined either in terms of size or of structure. Those 
two factors unite in the concept of “horizontal size.” By that test is meant 
the proportion of a specific commodity or service supplied (or procured) by 
a single firm. Horizontal growth ** is distinguished from “vertical” enlarge- 
ment wherein the concern reaches “back” to acquire its own sources of 
supply or moves “forward” to buy up its own customers. Different, too, 
is diversification, wherein the enterprise enters upon the production of new 
products. Again, we may differentiate the case of dispersion, in which the 
firm enlarges the geographical scope of its activity and enters new markets. 


“Horizontal” size is the familiar test of monoply. What percentage, for 
example, of all aluminum ingot is produced by Alcoa? What proportion of 
the cigarette market is enjoyed by Liggett & Myers? Such questions have 
long seemed to drive to the depth of the antitrust problem. Only recently 
have the concepts emphasizing the firm’s structure, such as vertical integra- 
tion, commanded considered comment. And perhaps in the last analysis 
they only emphasize the importance of the “horizontal” test. 


Horizontal Size before the Depression 


For present purposes a chronological survey may be helpful. Prior to 
1932 most economists conceived of monopoly and competition as opposites. 
Monopoly was control of the entire supply of a commodity; it was robed 


* Wilcox, On the Alleged Ubiquity of Oligopoly, 40 Proc. AM. Econ. Assn. 67 
(1950). The same author also said, at p. 73: 
“It may safely be concluded that oligopoly is not, by all evidence, the ruling market 
form in the modern economy and that it does not, in fact, comprehend the great 
majority of actual cases.” 
**Fellner, Collusion and Its Limits under Oligopoly, 40 Proc. AM. Econ. Assn. 54, 
61, (1950). 
* Some evidence suggests that “horizontal” integration is the most common form 
of combination. Frperat Trape CoMMiIssioN, Op. cit. supra note 15, at 11; THorP AND 
Crowner, op. cit. supra note 17, at 163. 
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in satanic black. Competition, garbed in saintly white, was the other 
possibility. 

Courts knew no better. True, they condemned corporations controlling 
less than 100% of the supply of oil and tobacco. * But the companies were 
found guilty of flagrant “abuses”, of attempts to monopolize by destroying 
competitors. Absent the element of malevolent manipulation, mere bigness 
(short of complete control) was harmless. In the famous language of Mr. 
Justice Sanford: 


“The law, however, does not make the mere size of a corporation, 
however impressive, or the existence of unexerted power on its part, an 
offense, when unaccompanied by unlawful conduct in the exercise of 
its power.” * 


The statute, in other words, reached only the “abuses”. *’ It followed, Pro- 
fessor Kales reasoned, that there were “good trusts” and “bad trusts”. ** 
He urged that the existence of size should give rise to a presumption of 
badness. ** But the courts, despite their vigorous repression of agreements 
among competitors short of merger, ** failed even to raise such a procedural 
barrier to bigness. *° 


“Standard Oil Company v. United States, 221 U. S. 1, 31 Sup. Cr. 502 (1911); 
United States v. American Tobacco Company, 221 U. S. 106, 31 Sup. Cr. 632 (1911). 
Cf. Kaes, op. cit. supra note 8, § 128. Note that the courts refused to “atomize” the 
combinations. Hale, Trust Dissolution, 40 Cor. L. Rev. 615, 619 (1940). Cf. Holmes, 
J., dissenting in Northern Securities Company v. United States, 193 U. S. 197, 400, 24 
Sup. Ct. 436, 468 (1904). 

* United States v. International Harvester Company, 274 U.S. 693, 708, 47 Sup. Ct. 
748, 753 (1927), echoing United States v. United States Stec! Corporation, 251 U.S. 417, 
451, 40 Sup. Cr. 293, 299 (1920); Rostow, Monopoly under the Sherman Act: Power or 
Purpose?, 43 Inu. L. Rev. 745, 759 (1949). Cf. Peto v. Howell, 101 F.2d 353, 358 (7th 
Cir. 1939); Moody and Waters Company v. Case-Moody Pie Corporation, 354 Ill. 82, 
187 N.E. 813 (1933). Another decision of the same era seems to have been ignored. 
United States v. Lehigh Valley Railroad, 254 U.S. 255, 270, 41 Sup. Ct. 104, 109 (1920) 
(20% held to constitute monopoly). 

* Levi, The Antitrust Laws and Monopoly, 14 U. or Cut. L. Rev. 153, 157 (1947), 
citing additional authorities. 

“ KALEs, op. cit. supra note 8, § § 49, 62. 

“ Ka.es, op. cit. supra note 8, § § 62, 91. This suggestion is far from outmoded 
today. 

*® HanpLer, A Srupy oF THE CONSTRUCTION AND E.NFORCEMENT OF THE FEDERAL 
Antitrust Laws 85 (TNEC Monograph 38, 1941); Harbeson, A New Phase of the 
Antitrust Law, 45 Micu. L. Rev. 977, 978 (1947). Judicial friendliness to combinations 
has, in the eyes of some observers, accelerated the merger movement. Kefauver, The 
Supreme Court and Congress Versus Monopoly, 20 Tenn. L. Rev. 254, 258 (1948); Levi, 
The Antitrust Laws and Monopoly, 14 U. or Cut. L. Rev. 153, 173 (1947). 

“ Cf. Kates, op. cit. supra note 8, § 65. In United States v. Swift and Company, 
286 U.S. 106, 116, 52 Sup. Ct. 460, 463 (1932), Mr. Justice Cardozo may have gone part 
of the way with Mr. Kales when he said: 

“Mere size . . . is not an offense . . . unless magnified to the point at which 
it amounts to a monopoly . . . but size carries with it an opportunity for abuse 
that is not to be ignored when the opportunity is proved to have been utilized 
in the past.” 
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Announcement of the Doctrine of Monopolistic Competition 


Came the dawn. About 1933 economists suddenly discovered that mo- 
nopoly and competition were not opposites; that there were degrees of both 
and that much of the economy was sicklied with a gray overcast dubbed 
“monopolistic competition”. Only rarely could one identify a real mo- 
nopoly. Even more infrequently could a firm be called purely competitive. 
“Oligopoly” was the term invented to describe an industry in which sellers 
were few. *7 


Oligopoly, it was held, bore most of the evil fruits of monopoly; indeed, 
its effects were almost identical. It resulted in price leadership, price main- 
tenance, and a general lack of fluidity in the economy. Oligopolists would 
earn profits on a monopolistic scale. ** 


Writers were quick to draw the moral for the courts: if agreements 
among competitors to fix prices were unlawful, *° a merger having the same 
effect should be similarly banned. If oligopoly had the same effects as 
monopoly, then the Big Threes and Big Fours should be destroyed. Intent 
to monopolize need not be proven; the mere existence of size should suffice 
to prove illegality.*” In 1947 an enthusiast found that the courts were 
swinging rapidly away from the “abuse” doctrine and toward the view that 
monopolistic competition was within the prohibitions of the statute. He 
proclaimed: 


” CHAMBERLIN, Vuk THeory or Monopouistic Competition (1st ed. 1933); Rosin- 
son, THe Economics or ImMperrect Competition (1933); Galbraith, supra note 15, at 
100, 103 (immediate acceptance of new doctrines described). Lawyers seeking to follow 
the technical discussion should equip themselves with a copy of Crum anp ScHUMPETER, 
RupiMENTARY MatHEMATICS FOR ECONOMISTS AND STATISTICIANS (1946). 

* E.g. Burns, op. cit. supra note 10, at 229; Rostow, The New Sherman Act: A 
Positive Instrument of Progress, 14 U. or Cut. L. Rev. 567, 576 (1947); Srempt, SMALL 
And Bic Business 9 (Oxford Institute of Statistics Monograph 1, 1945); Stigler, Notes 
on the Theory of Duopoly, 48 J. Pot. Econ. 521, 533 (1940). Perhaps there is con- 
firmation of the foregoing assertions in the recent testimony of a big business repre- 
sentative. Hearings, supra note 10, Part 2A, at 558. In the later literature, however, the 
economists seem less sure of oligopoly’s effects. Dunlop, Price Flexibility and the “De- 
gree of Monopoly”, 53 Q. J. Foon. 522, 523 (1939); Kavsen, A Dynamic Aspect of the 
Monopoly Problem, 31 Rev. Econ. ano Statistics 109, 112 (1949); Lewis, Some Observa- 
tions on Duopoly Theory, 38 Proc. AM. Econ. Assn. 1, 9 (1948). Bain, Workable Com- 
petition in Oligopoly, 40 Am. Econ. Rev. Proc. 35, 39 (1950) (some hypotheses concern- 
ing systematic association of oligopolistic market structure and results thereof possible 
despite theoretical difficuities). Other observers have suggested that factors other than 
the purity of competition affect prices. Mason, Methods of Developing a Proper Con- 
trol of Big Business, 18 Proc. Acap. Pow. Set. 162, 166 (1939). And prices have some- 
times moved freely in oligopolistic markets. Wrtcox, op. cit. supra note 9, at 48, 51; 
Hearings, supra note 10, Part 2A, at 371; E. B. Muller and Company v. Federal Trade 
Commission, 142 F.2d 511, 516 (6th Cir. 1944). 

* HANDLER, OP. cit. supra note 35, at 9. 

“Fly, Observations on the Anti-trust Laws, 45 Yate. L.J. 1339, 1341 (1936); Harbe- 
son, A New Phase of the Antitrust Law, 45 Micu. L. Rev. 977, 987 (1947); Rostow, 
Monopoly under the Sherman Act: Power or Purpose?, 43 Iti. L. Rev. 745, 771, 776, 782 
(1949). 
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“The Supreme Court is on the threshold of recognizing what the econo- 
mists call monopolistic competition as the offense of monoply under 
Section 2 of the Sherman Act.” + 


There was support for such hopes in the decisions. In the cigarette case, 
particularly, the court seemed to have gone a long way to justify the predic- 
tion that a campaign for the “atomization” of industry was to be author- 
ized. ** At least competent students were of that opinion. ** Others, equally 
able, dissented. Relying in part on the more recent steel case, they have 
denied that the law was changed. ** Thus there exists today a high degree 
of that uncertainty so obnoxious to business men. 


It does seem plain that the courts are much readier to find a “con- 
spiracy” than they used to be. Thus perhaps the Big Threes and Big Fours 
can be brought within section one of the Sherman Act (prohibiting all con- 
spiracies in restraint of trade) even though the evidence of agreement among 
them is weak or, perhaps, non-existent.** Maybe now mere “conscious 
parallelism of action” is unlawful. ** If so, most firms bearing the econo- 
mists’ label of “monopolistic competition” can be found in violation of the 


“Rostow, The New Sherman Act: A Positive Instrument of Progress, 14 U. oF 
Cur. L. Rev. 567, 576, 585, 589 (1947). 

“ American Tobacco Company v. United States, 328 U. S. 781, 795, 809, 66 Sup. Cr. 
1125, 1132, 1138 (1946). In United States v. Griffith, 334 U. S. 100, 107 n. 10, 68 Sup. 
Cr. 941, 946 n. 10 (1948) the Court said: 

“Tt was said in United States v. United States Steel Corporation .. . that mere size 
is not outlawed by § 2. But size is of course an earmark of monopoly power.” 
Cf. United States v. Columbia Steel Company, 334 U. S. 495, 68 Sup. Cr. 1107 (1948); 
United States v. Aluminum Company of America, 148 F2d. 416, 424 (2d Cir. 1945). 

“Levi, The Antitrust Laws and Monopoly, 14 U. or Cut. L. Rev. 153, 178 (1947); 
Rostow, Monopoly under the Sherman Act: Power or Purpose?, 43 Inu. L. Rev. 745, 746, 
762, 754 (1949). A distinguished federal judge has echoed the foregoing views, even if 
he failed to apply them. United States v. Aluminum Company of America, 91 F. Supp. 
333, 340 (S.D.N.Y. 1950). 

“Johnston and Stevens, Monopoly or Monopolization—A Reply to Professor 
Rostow, 44 Int. L. Rev. 269, 282, 274 (1949) in which the authors present a detailed 
analysis of the decisions. See also the views of Professor Handler testifying before the 
Celler Committee, Hearings, supra note 10, Part 1, at 537 et seq.; Harbeson, A New 
Phase of the Antitrust Law, 45 Micu. L. Rev. 977, 985 (1947). Note than 33% of the 
supply of “all the goods of that description” is the proportion mentioned in the new 
British statute. Great Britain, Monopolies and Restrictive Practices (Inquiry and Con- 
trol) Act, 1948, 11 & 12 Geo. VI, c. 66. A finding of such degree of control, however, 
merely affords grounds for investigation. Meier, A Critique of the New British 
Monopoly Act, 48 Micu. L. Rev. 329, 332 (1950). 

“Schine Chain Theatres, Inc. v. United States, 334 U. S. 110, 116, 68 Sup. Cr. 947, 
951 (1948); American Tobacco Company v. United States, 328 U. S. 782, 809, 66 Sup. 
Cr. 1125, 1138 (1946); United States v. General Motors Corporation, 121 F.2d 376, 404 
(7th Cir. 1941), cert. denied, 214 U. S. 618, 62 Sup. Cr. 105 (1941). 

“Triangle Conduit Company v. Federal Trade Commission, 168 F2d. 175, 181 
(7th Cir. 1948), aff'd per curiam, 336 U.S. 956 (1949); Kittelle and Lamb, The Implied 
Conspiracy Doctrine and Delivered Pricing, 15 Law anv Contemp. Pros. 227, 228, 241 
(1950) (relationship of Sherman Act to Federal Trade Commission Act). 
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act, although they are not officially termed monopolies. **7 Apparently mere 
identity of prices—a condition as compatible with pure competition as with 
oligopoly—would satisfy some students that a “conspiracy” exists. ** Ac- 
ceptance of such views conceivably could result in condemnation of corpor- 
ations as such. *° 


Size and Efficiency 


Atomization, defenders of bigness replied, would destroy industrial 
efficiency. It would “turn back the clock” to the “horse and buggy” days 
of handicraft production. Modern standards of living would be gone with 
the whirlwind of trustbusting. *° 


To that contention an answer had long been ready. The big concern, 
Mr. Justice Brandeis and his followers argued, was not really efficient. 
Studies had shown that industrial consolidations were not necessarily suc- 
cessful *? and many instances could be cited in which small or medium-sized 
concerns outpaced the giants. ** Management of the huge firm, it was argued, 


“Rahl, Conspiracy and the Anti-trust Laws, 44 It. L. Rev. 743, 753, 756 (1950), 
collating the authorities. 

“ Id. at 758. But cf. Johnston and Stevens, Monopoly or Monopolization—A Reply 
to Professor Rostow, 44 Iti. L. Rev. 269, 292 (1949). 

“Cf. Rahl, Conspiracy and the Antitrust Laws, 44 Inv. L. Rev. 743, 756 (1950). 
Note that only two justices joined Mr. Justice Jackson in his concurring opinion in 
Krulewitch v. United States, 336 U.S. 440, 445, 69 Sup. Cr. 716, 719 (1949), opposing 
further extension of the conspiracy doctrine. 

As to the relationship between corporations as such and the statute some authority 
may be found in Northern Securities Company v. United States, 193 U.S. 197, 332, 344, 
346, 350, 24 Sup. Cr. 436, 454, 459, 460, 462 (1904); Ford v. Chicago Milk Shippers’ Asso- 
ciation, 155 Ill. 166, 180, 39 N.E. 651, 655 (1895); Package Closure Corporation v. Seal- 
right Company, 141 F.2d 972, 977 (2d Cir. 1944); Brandeis, J., dissenting, in Louis K. 
Liggett Co. v. Lee, 288 U.S. 517, 548, 53 Sup. Cr. 481, 489 (1933); Langdell, The North- 
ern Securities Case, 16 Harv. L. Rev. 539, 546 (1903); United States v. General Motors 
Corp., 121 F.2d 376, 404 (7th Cir. 1941) cert. denied, 314 U.S. 618, 62 Sup. Ct. 105 (1941). 

“Professor Kales said: 

“,... it is plain that the admittedly legal operating unit of today is, in every line, 
incredibly large in comparison with the unit of half a century ago. When we turn 
to the labor units we find the same process going on... . A very slight considera- 
tion of the matter makes it clear that to put commerce and industry back into the 
units of fifty . . . years ago, would be to disrupt business and do an incalculable 
harm to the public welfare.” 

KALes, op. cit. supra note 8, § 59. See also, Unitep States Stee, Corporation, op. 
cit. supra note 19, at 8; Clark, Monopolistic Tendencies, Their Character and Conse- 
quences, 18 Proc. Acav. Por. Sci. 124, 130 (1939). 

* E.g. BuRNS, op. cit. supra note, 10, at 9; KaLes, op. cit. supra note 8, § 75n. 

*® NATIONAL INDUSTRIAL CONFERENCE Boarp, Mercers tn Inpustry 40, 170 (1929); 
TwentietH Century Funn, op. cit. supra note 13, at 112. Cf. Hearings, supra note 10, 
Part 1, at 394, Part 2A, at 162. It has been stated that recent developments in tech- 
nology encourage decentralization—the building of smaller plants—and that the effects 
thereof are already discernible. Blair, Does Large-scale Enterprise Result in Lower 
Costs ?, 38 Proc. AM. Econ. Assn. 121, 141 (1948). 

* E.g. Hearings, supra note 10, Part 2A, at 366, 288, 243; Edwards, Geographic Price 
Formulas and the Concentration of Economic Power, 37 Gro. L.J. 135, 137 (1949). 
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enmeshed itself in red tape: ** the smaller enterprise easily out-manoeuvred 
its big competitor. 


Studies of the relative efficiency of large and small business were, it is 
true, Open to serious question on technical grounds. Statisticians were quick 
to point out infirmities in the findings of the Federal Trade Commission and 
others. °° So widespread is the uncertainty that careful critics hesitate to 
take any position. ** Professor Edwards, for example, concluded: 


“Available information about the costs of enterprises of different sizes 
is too scattered and its comparability too uncertain, to justify con- 
clusions about relative efficiency.” *” 


Some students even doubted that bigness was afflicted with a curse of red 
tape. °° 

Indeed, there was evidence that technology was requiring larger and 
larger aggregations of capital.** In 1940, Professor Wilcox asserted that 
there was no proof of a case in which technological efficiency demanded 
monopolistic size." But other economists disagreed and they have named 
the cases. ** There remained the argument that the multi-plant firm achieved 
no technological efficiency by reason of its combination of nonadjacent 
facilities. Efficiency was achieved within the single plant. °? On the other 
hand, various types of services, it was said, can be afforded by the multi- 
plant firm: its size, for example, may warrant the retention of full-time cost 


* E.g. Witcox, op. cit. supra note 17, at 310. Cf. BucHanan, THE F.conoMics oF 
Corporate Enterprise 304 (1940). 

“Blair, The Relation between Size and Efficiency, 24 Rev. or Econ. aNp Statistics 
125, 135 (1942); Stigler, The Extent and Bases of Monopoly, 32 Am. Econ. Rev. Supp. 
# 2,1, 9 (1942). Practical and theoretical difficulties involved are outlined in KapLan, 
op. cit. supra note 24, at 78, 87, 100; Chamberlin, Proportionality, Divisibility and Eco- 
womies of Scale, 62 Q.J. Econ. 229, 257 (1948). 

“ WiLcox, op. cit. supra note 17, at 311; Adelman, Effective Competition and the 
Antitrust Laws, 61 Harv. L. Rev. 1289, 1291 (1948); Rostow, A Reply, 57 J. Po. Econ. 
60, 65 (1949). 

* Epwarps, op. cit. supra note 3, at 119n, 108. It is sometimes suggested that sur- 
vival in the market place is the only valid test of efficiency. E.g. Kates, op. cit. supra 
note 8, § 89; Stigler, Monopoly and Oligopoly by Merger, 40 Proc. AM. Econ. Assn. 23, 
26 (1950). But that argument appears to overlook the possible effects of monopoly it- 
self. BUCHANAN, op. cit. supra note 54, at 303. 

* STEINDL, OP. cit. supra note 38, at 11. 

“” THore axp Crowner, ep. cit. supra note 17, at 3, 24, Unrrep Srates Steet Cor- 
PORATION, OP. cit. supra note 19, at 59; Nationa [Npustriat. Conrerence Boarp, op. cit. 
supra note §2, at 171. 

“ WiLcox, op. cit. supra note 17, at 314. 

* Epwakps, op. cit. supra note 3, at 112; Clark, The Orientation of Antitrust Policy, 
40 Proc. AM. Econ. Assn. 93, 96 (1950); Harbeson, 4 New Phase of the Antitrust Law, 
45 Micu. L. Rev. 977, 990 (1947); Lewis, Monopoly and the Law, 6 Mon. L. Rev. 97, 
103 (1943); United States v. Aluminum Company of America, 91 F. Supp. 333, 400 
($.D.N.Y. 1950). Perhaps the inability of consumers to bear in mind more than a 
limited number of brand names has some relevance to the problem. 

© Epwarnps, op. cit. supra note 3, at 110; Blair, Does Large-scale Enterprise Result 
in Lower Costs?, 38 Proc. AM. Econ. Assn. 121, 145 (1948). 








Winter}| INDIVIDUAL ENTERPRISE AS A MONOPOLY 


w 
NN 
“Ma 


accountants, personnel experts, and the like.°* But perhaps such services 
can be obtained as cheaply from outside sources. ** Cogent arguments of 
the foregoing type are not in want but conclusions are lacking. And it is 
abundantly plain that we lack clear criteria of the precise points at which 
efficiency conflicts with the call to curb monopolistic competition. 


Limitations upon Size 


Those who advocated judicial acceptance of the doctrine of monopol- 
istic competition, with its implication that the size of business units should 
be drastically reduced, were obliged to formulate criteria of acceptable in- 
dustrial scale. If oligopoly should be dissolved, the question at once arose 
of how far the atomization should go. Many criteria of acceptable size 
could be chosen. Gross sales measured in dollars, the number of employees, 
profits and assets were all possible measures. ** Observers quickly pointed 
out, however, that technological requirements made some of them unwork- 
able: if no firm could retain assets of more than ten million dollars, for ex- 
ample, every steel mill in the land would shut down. °° Consequently most 
of the proposals related to the share of a particular industry or commodity 
which a single firm might enjoy or produce. Five per cent was the figure 
mentioned by the late Professor Simons, a vigorous and eloquent advocate 
of the competitive system. ° 


It followed that a definition of the industry or commodity in question 
was essential to the enforcement of the antitrust laws. If a firm might pro- 
duce five per cent of a given commodity, it was necessary to define that 
commodity with precision. * The problem was far from academic. Courts 
were called upon to determine whether the imposition of different brand 
labels made two otherwise similar items different commodities. *® Models, 
styles, and sizes created innumerable problems. Was gasoline in “tank car” 


“ SrEINDL, Op. cit. supra note 38, at 14; Markham, An Alternative Approach to the 
Concept of Workable Competition, 40 Am. Econ. Rev. 349, 360 (1950); Wright, Toward 
Coberent Anti-Trust, 35 Va. L. Rev. 665, 684 (1949). 

“EpWwarps, Op. cit. supra note 3, at 114, 120. 

* KAPLAN, Op. cit. supra note 55, at 10. 

“ E.g. Kaes, op. cit. supra note 8, § 80. A dollar “ceiling” would also discourage 
growth and destroy incentive. Clark, The Orientation of Antitrust Policy, 40 Proc. 
Am. Econ. Assn. 93, 96 (1950); Epwarops, op. cit. supra note 3, at 121. 

“ SiMONS, Op. cit. supra note 10, at 59. 

"Cf. Ropinson, THe Economics or ImMeerrect Competition 4 (1933); Witcox, 
vp. cit. supra note 9, at 9. 

“ United States v. Quaker Oats Company, 232 Fed. 499, 502 (N.D. Ill. 1916) (sce 
also vigorous dissent at p. 507); Great Atlantic and Pacific Tea Co. v. Cream of Wheat 
Co., 227 Fed. 46, 48 (2d Cir. 1915); Arthur v. Kraft-Phenix Cheese Corporation, 26 F. 
Supp. 824, 828 (D. Md. 1938). Cf. Standard Brands, Inc. v. Smidler, 151 F.2d 34, 37 
(2d Cir. 1945) (trade marks); Eastern Wine Corp. v. Winslow-Warren, Ltd., 137 F.2d 
955, 957 (2d Cir. 1943), cert. denied, 320 U.S. 758, 64 Sup. Cr. 65 (1943). 

In contrast to the preceding decisions, in Oxford Varnish Corporation v. Ault and 
Wiborg Corporation, 83 F.2d 764, 766 (6th Cir. 1936), the Court appears to have ac- 
cepted the view that a single brand should be considered a commodity. 
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lots the same commodity as gasoline in “tank wagon” quantities? *® Was 
“lake” copper the same as ordinary copper? ™ Was color film different 
from black and white? Should “first-run” motion picture theaters be 
grouped with all others? ** Into how many commodities should the prod- 
ucts of steel mills be broken? Was large diameter welded steel pipe the same 
as large diameter seamless steel pipe? ** 


Often different raw materials have been involved. A spectacular ac- 
tion was brought against a manufacturer who produced less than half of one 
per cent of all the rugs made in the United States. There was no showing 
of its share of the market for all types of floor coverings (of which rugs are 
but one variety). But it was proven that the defendant was the sole rug 
maker who used linen as a raw material. Accordingly the court found 
the manufacturer to be a monopolist.** In the aluminum case a similar 
problem arose because ingot could be made either from bauxite or from 
secondary (scrap) aluminum. ** Even Judge Learned Hand’s resolution of 


Lipson v. Socony Vacuum Corp., 87 F.2d 265, 269 (1st Cir. 1937); cf. McWhirter 
v. Monroe Calculating Machine Co., 76 F. Supp. 456, 460 (D. Md. 1948). It has been 
said that: 

“The provisions of § § 1 and 2 [of the Sherman Act] . . . apply . . . to any part of 
the classes of things forming a part of interstate commerce.” 
Indiana Farmers’ Guide Co. v. Prairie Farmer Co., 293 U.S. 268, 279, 55 Sup. Cr. 182, 185 
(1934). But a single firm may produce 30,000 different “items”! U.S. Rubber’s Two- 
Way Stretch, Bus. Week, Dec. 11, 1948, p. 84. Cf. Tag Manufacturers’ Institute v. Fed- 
eral Trade Commission, 174 F.2d 452, 453, n. 1 (1st Cir. 1949). 

"Bigelow v. Calumet and Hecla Mining Company, 167 Fed. 704, 716, 719 (W.D. 
Mich. 1908); United States v. Yellow Cab Company, 80 F. Supp. 936, 941, 943 (N.D. 
Ill. 1948), aff'd, 338 U. S. 338, 69 Sup. Cr. 656 (1949); cf. re Pressed Steel Car Corp., 16 
F. Supp. 329, 338 (W.D. Pa. 1936). 

“Eastman Kodak Company v. Federal Trade Commission, 158 F.2d 592, 594 (2d 
Cir. 1946), cert. denied, 330 U.S. 828, 67 Sup. Ct. 869 (1947). Cf. Russellville Canning 
Co. v. American Can Company, 87 F. Supp. 484, 499 (D. Ark. 1949). 

* United States v. Paramount Pictures, Inc., 334 U.S. 131, 172, 68 Sup. Ct. 915, 936 
(1948). 

* United States v. Columbia Steel Company, 334 U.S. 495, 499, 511, 530, 68 Sup. Ct. 
1107, 1110, 1116, 1125 (1948); cf. Elimination of Competition between Merging Com- 
panies, 96 U. or Pa. L. Rev. 591, 593 (1948). In Package Closure Corporation v. Seal- 
right Company, Inc., 141 F.2d 972, 979 (2d Cir. 1944), the Court considered the effect 
of combining two items sometimes sold separately. Almost identical questions are found 
in the law of trade marks. CaLLMAN, THE Law or Unrain CoMPETITION AND TRADE- 
Marxs § 5.2(b) (1945). 

Comparable problems have arisen in the interpretation of commodity definitions 
of tariff schedules. A multitude of cases is collected in the annotations to Section 1 
of the Tariff Act of 1930, 46 Stat. 590 (1930); 19 U.S.C.A. § 1001 (1937 and 1951 Supp.) 
Other cases have arisen under Section 201 (free list). 

“United States v. Klearflax Looms, Inc., 63 F. Supp. 32 (D. Minn. 1945). Cf. 
United States v. Corn Products Refining Company, 234 Fed. 964, 975 (S.D.N.Y. 1916). 

** United States v. Aluminum Company of America, 148 F.2d 416, 423 (2d Cir. 
1945). In United States v. Servel, Inc... CCH Trape Rec. Rep. (9th ed.) 61,271 (D.C. 
Pa. 1950) a complaint appears to have been filed charging the defendant with being the 
sole U. S. manufacturer of domestic refrigerators actuated by gas. It will be interesting 
to see whether the courts treat such an allegation seriously. Cf. Rostow, Monopoly 
under the Sherman Act: Power or Purpose, 43 Itt. L. Rev. 745, 777 (1949). 
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this problem has not met with universal acceptance.’ Perhaps the raw 
material used and the method of fabrication is less important than the use 
to which the item in question is put by the consumer. Aluminum cooking 
utensils, in other words, should be considered as part of a single commodity 
also embracing utensils of glass, tinware, stainless steel, cast iron, enameled 
ware, and copper. ** 


Efforts to define industries have encountered similar difficulties. By- 
products of coke put steel mills into competition with manufacturers of 
chemicals. Older textile fibers, such as silk, cotton, and wool, compete with 
each other and now must give battle to rayon, glass, plastics, nylon, and the 
like. "° Boundary lines are writ on water. © 


Space must also be considered. Often a restraint of trade has been 
alleged to exist in a localized geographical area and the courts have thus 
been compelled to place a territorial limitation upon the concept of a com- 
modity. ** Can a monopoly in the sale of taxicabs be said to exist when the 
monopolist only operates in four cities? ** This geographical aspect of the 
definition of a commodity is particularly important when the item in ques- 


™ Mason, The Current Status of the Monopoly Problem in the United States, 62 
Harv. L. Rev. 1265, 1273 (1949); United States v. Aluminum Company of America, 91 
F. Supp. 333, 357, 416 (S.D.N.Y. 1950). 

® Unitep States Steet. Corporation, op. cit. supra note 19, at 76. Cf. THorP AND 
CrowneR, Op. cit. supra note 17, at ix. Existence of at least one type of competition ap- 
pears clearly in Perma-Maid, Inc. v. Federal Trade Commission, 121 F.2d 282 (6th 
Cir. 1941). 

*U. S. Steel: Into Chemicals?, Bus. Week, Apr. 10, 1948, p. 30; Hearings, supra 
note 10, Part 2B, at 812, 815, 818. 

“ Note the definition implicit in the following statement of a textile processor: 

“The Norwich plant is one of the most diversified plants in the finishing indus- 


Unitep States Finisninc Company, ANNUAL Report 4 (1948). Cf. Oxford Varnish 
Corporation v. Ault and Wiborg Corporation, 83 F.2d 764, 766 (6th Cir. 1936); Hear- 
ings, supra note 10, Part 1, at 575. Professor Edwards said: 

- boundaries of an industry are typically so uncertain that the percentage 
represented by the operations of a particular large business enterprise may be 
arbitrarily enhanced or reduced by redefinition of the industry itself .. . .” 

Epwakrpbs, op. cit. supra note 3, at 124. 
“ Mandeville Island Farms v. American Crystal Sugar Company, 334 U.S. 219, 235, 
68 Sup. Ct. 996, 1005 (1948); United States v. Crescent Amusement Company, 323 US. 
173, 181, 65 Sup. Ct. 254, 258 (1944); United States v. Lehigh Valley Railroad, 254 US. 
255, 258, 41 Sup. Cr. 104, 105 (1920); see also United States v. Great Western Sugar 
Company, 39 F.2d 152, 153 (D. Neb. 1930); Levi, The Antitrust Laws and Monopoly, 
14 U. or Cut. L. Rev. 153, 176 (1947). In Indiana Farmers’ Guide Company v. Prairie 
Farmer Company, 293 U.S. 268, 279, 55 Sup. Ct. 182, 185 (1934), it was said: 
“The provisions of § § 1 and 2 [of the Sherman Act] have both a geographical and 
distributive significance and apply to any part of the United States as distinguished 
from the whole... . 
Cf. United States v. Standard Oil Company, 47 F.2d 288, 312 (E.D. Mo. 1931). 
“Yes. United States v. Yellow Cab Company, 332 U.S. 218, 225, 67 Sup. Ct. 1560, 
1564 (1947). 
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tion is heavy in relation to its value and thus cannot be transported cheaply. 
Beer, ice, and bricks are the classic examples. ** 


Amid such difficulties many students have despaired of defining com- 
modities. Even Professor Chamberlin, a pioneer in announcing the doctrine 
of monopolistic competition, has decided that the “share of the market” 
method of fixing the acceptable size of a business unit must be abandoned: 


‘‘Industry’ or ‘commodity’ boundaries are a snare and a delusion—in 
the highest degree arbitrarily drawn, and, wherever drawn, establishing 
at once wholly false implications both as to competition of substitutes 
within their limits .. . . and as to the possibility of ruling on the presence 
or absence of oligopolistic forces by the simple device of counting the 
number of producers included.” ** 


So difficult has the problem of fixing acceptable size seemed that some ob- 
servers have been reduced to advocating that the question be left to ad- 
ministrative discretion, ** which, of course, is not a long-term solution, since 
the administrators must somehow decide how to exercise their discretion. 


Several suggestions have been made, however, which would obviate the 
problems of definition just outlined. °° One of the most acute is that of Mr. 
Raymond, who would limit individual firms to a single location or to a 
fixed number of employees. *’ This ingenious solution neatly avoids prob- 
lems of definition. It is also possible that a test could be framed in terms 
of the unit’s ability to control its own prices. ** And if definitions of com- 
modities and industries must be used, the lines laid down by business men 
themselves in the organization of trade associations might prove more 
realistic than those based upon theoretical considerations. 


The Theory of “Workable” Competition 


As we have seen, the problem of defining a commodity raises serious 
questions for the advocate of that degree of dissolution indicated by the 


“ Cf. Epwarns, op. cit. supra note 3, at 111. It has been recognized that the small, 
local monopolist is just as dangerous as his larger but extended national counterpart. 
Hearings, supra note 10, Part 2A, at 442. But cf. United States v. Pullman Company, 64 
F. Supp. 108, 112 (F.D. Pa. 1946), aff'd per curiam, 330 U.S. 806, 67 Sup. Cr. 1078 (1946). 

“ Chamberlin, Product Heterogenity and Public Policy, 40 Proc. AM. Econ. Assn. 
85, 86-87 (1950); Epwarps, op. cit. supra note 3, at 120; Hearings, supra note 10, Part 1, 
at 352, 355; Wright, Toward Coherent Anti-trust, 35 Va. L. Rev. 665, 690 (1949). 

“ Hearings, supra note 10, Part 1, at 522. A similar “solution” appears to have 
been enacted into British law. Great Britain, Monopolies and Restrictive Practices 
(Inquiry and Control) Act, 1948, 11 & 12 Geo. VI, c. 66, § § 3(3), 20 (3). State statutes 
commonly duck the problem. W.P.A., op. cit. supra note 6, at XLVIIL. 

“Dunlop, Price Flexibility and the “Degree of Monopoly”, 53 Q.J. Econ. 522, 526, 
532 (1939); Hearings, supra note 10, Part 2A, at 521; cf. Papandreou, Market Structure 
and Monopoly Power, 39 Am. Econ. Rev. 883, 895 (1949). 

* RaymMonp, Tue Limitist (1947); Hearings, supra note 10, Part 2A, at 521. 

“Cf. Rostow, Monopoly under the Sherman Act: Power or Purpose?, 43 It. 


L. Rev. 745, 779 (1949). 
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doctrine of monopolistic competition. Indeed, the whole doctrine is under- 
mined by reliance upon hazy concepts such as the existence of definable 
commodities. *° Scholars have pointed out other alleged defects in the 
theory. It rests upon assumptions, they claim, of doubtful validity. It fails 
to take account of the factor of growth and change; it is grounded, in other 
words, in “static” analysis.* Messrs. Johnston and Stevens put a neat 
illustration of a case untouched by non-dynamic theory: if all motion picture 
producers but one were driven from the field by the competition of tele- 
vision, would an illegal monopoly exist? °** One student has gone to the 
opposite extreme and declared that pure competition is incompatible with 
change: 

“A progressive economy requires imperfections in competition. It could 

not persist without some degree of monopoly power... .” ” 


One of the principal arguments is that “atomized” firms would be too 
small to carry on industrial research. Examples are cited in which large 
firms have spent millions on the development and promotion of new fibers, 
garbage disposal devices, and the like, before profits were realized. ** If the 
economy is to preserve such “dynamic” elements, it is argued, such research 
must be encouraged and not curbed. 


Now Professor Chamberlin has all but abandoned the theory of mo- 
nopolistic competition. He refers to pure competition as a theoretical con- 
cept, advocated by no one. He has adopted Professor J. M. Clark’s phrase, 
“workable” competition, as the goal to be achieved. * 


A decade has elapsed since Professor Clark suggested the new test. °° 
During that time, however, the concept of “workable” competition has re- 


* TriFFin, Monopouistic COMPETITION AND GENERAL EQuiLisriuM THeory 79 (1940). 

* CLARK, ALTERNATIVE TO SERFDOM 79 (1948); Galbraith, supra note 15 at 102; Kay- 
sen, A Dynamic Aspect of the Monopoly Problem, 31 Rev. Econ. anp Stat. 109 (1949); 
Markham, An Alternative Approach to the Concept of Workable Competition, 40 AM. 
Econ. Rev. 349, 360 (1950); cf. FELLNER, Op. cit. supra note 13, at 284, 306. Some in- 
advertant and backhanded support for the foregoing authorities is found in Unirep 
Srates STEEL Corporation, Op. cit. supra note 19, at 70. 

* Johnston and Stevens, Monopoly or Monopolizations—A Reply to Professor 
Rostow, 44 Iti. L. Rev. 269, 282 (1949). 

* Jacoby, Anti-trust Policy Re-examined, 58 J. Pot. Econ. 61, 62 (1950). 

® NATIONAL INDUSTRIAL CONFERENCE Boarp, Mercers tn INpustry 118 (1929); E. L. 
Du Pont pe Nemours Company, Du Pont StockHoLtper 3 (Summer 1950). But cf. 
Hearings, supra note 10, Part 2A at 319, Part 2B, at 931. 

* Chamberlin, Product Heterogenity and Public Policy, 40 Proc. AM. Econ. Assn. 
85 (1950). As the title of the study implies, Professor Chamberlin reaches the indicated 
result on the ground that human beings have different tastes and desires and that 
product heterogenity is necessary to satisfy their demands. Multiplicity of commodities 
reduces the impact of competition because each producer is somewhat sheltered by 
product differentiation. /d. at 86. Professor Edwards does not demand pure competi- 
tion. Epwarps, op. cit. supra note 3, at 124. Cf. FELLNER, op. cit. supra note 13, at 294. 

“Clark, Toward a Concept of Workable Competition, 30 Am. Econ. Rev. 241 
(1940). 
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mained subjective in character: each student has had his own notions of its 
content. °° Some scholars place emphasis on the level of profits, *" perhaps 
overlooking the difficulties involved in statistical determination of earn- 
ings. °° Others mention considerations of costs, again treading on thin 
statistical foundations. °° Consumers’ freedom of choice among rival or 
substitute products is often mentioned; °° ease of entry into the market 
and full use of productive facilities are other popular criteria.‘ Professor 
Bain has recently made the interesting suggestion that competition may be 
workable when entry into the market is neither easy nor excessively dif- 
ficult: in such circumstances the established firms will hold prices low 
enough to discourage new entrants but will not be tempted into collusion 
against “ruinous” competition. *°? Despite such contributions, the concept 
of “workable” competition remains vague *°* and thus, perhaps, not useful. 
Moreover, the suspicion persists that it is but a positive way of stating the 
old rule against firms guilty of “abuses”. 


Economic doctrine has appeared, after a time lag, in judicial pronounce- 
ments. As we have seen, the theory of monopolistic competition was nearly 
recognized. But by that time the economists were focusing on “workable” 
competition. '°* It is now possible to cite decisions °° which are at least 
compatible with that newer fashion, whatever it may precisely be. And the 
recent steel case suggests that “workable” competition may now constitute 


“Bain, Workable Competition in Oligopoly, 40 Proc. Am. Econ. Assn. 35, 36 
(1950); Markham, An Alternative Approach to the Concept of Workable Competition, 
40 Am. Econ. Rev. 349, 361 (1950); Mason, The Current Status of the Monopoly Prob- 
lem in the United States, 62 Harv. L. Rev. 1265, 1269 (1949). 

* EDWARDS, Op. cit. supra note 3, at 125. 

* TwentietH Century Funp, op. cit. supra note 13, at 8; Epstern, INDUSTRIAL 
Prorits iN THE Unrtep States, Book IV (National Bureau of Economic Research 1934). 

” Stigler, The Extent and Bases of Monopoly, 32 Am. Econ. Rev. Supp. # 2, 1, 2 
(1942). Cf. pp. 533-534 infra. 

 Witcox, op. cit. supra note 9, at 8; Adelman, Effective Competition and the 
Anti-trust Laws, 61 Harv. L. Rev. 1289, 1303 (1948); Knauth, Monopoly Reconsidered, 
60 Pot. Sct. Q. 563, 576 (1945). 

1 Ellis, Economic Expansion through Competitive Markets in FINANCING AMERICAN 
Prosperity 126, 177 (Homan & Machlup ed. 1945); Hearings, supra note 10, Part 2B, at 
816. This hasty outline of the suggested definitions of workable competition cannot, of 
course, do justice to any one student’s suggestions. Most definitions include several 
elements. 

2 Bain, Workable Competition in Oligopoly, 40 Proc. AM. Econ. Assn. 35, 42, 46 
(1950). 

8 F.g. FELLNER, Op. cit. supra note 13, at 289; Markham, An Alternative Approach 
to the Concept of Workable Competition, 40 Am. Econ. Rev. 349, 361 (1950). 

™ Galbraith, supra note 15, at 116. 

** United States v. National Lead Co., 332 US. 319, 352, 67 Sup. Ct. 1634, 1650 
(1947) (refusal to decree dissolution) ; United States v. Aluminum Company of America, 
148 F.2d 416, 424 (2d Cir. 1945). 
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the official goal of our antitrust statutes. *°* There is even a hint that the 
courts are now again serenely bounded by the old “abuse” doctrine, *°* 
which, as stated above, may prove the ultimate test of “workability”. 


VERTICAL INTEGRATION ** 
Its Nature and History 


Vertical integration may be defined as the unified control of more than 
one successive stage in the production or distribution of goods. Such in- 
tegration appears in widely varying degrees: the proprietor of a pastry 
shop who cooks his wares in a bakery in the rear of his store is vertically 
integrated. So is the giant Ford Motor Company, operating its own steel 
mills to produce shapes and sheets for its cars. Whether integration be 
deemed to exist will obviously depend upon the definition of a “stage” of 
production and it is thus likely that the concept must remain a loose one. 


Until recently, lawyers assumed that vertical integration was lawful. 
It is true that some of the older antitrust cases could be read as condemning 
practices arising out of vertical integration. And several decrees required 
divestiture of suppliers or customers which the guilty combinations had 
acquired. *°° In no decision, however, was vertical integration condemned 


*** United States v. Columbia Steel Co., 334 U.S. 495, 524, 529, 533, 68 Sup. Cr. 1107, 
1122, 1125, 1127 (1948); Johnston and Stevens, Monopoly or Monopolization—A Reply 
to Professor Rostow, 44 Inu. L. Rev. 269, 290 (1949); The Sherman Act and Close-knit 
Combinations: An Efficiency Test?, 43 Itt. L. Rev. 523, 529 (1948); Mason, The Cur- 
rent Status of the Monopoly Problem in the United States, 62 Harv. L. Rev. 1265, 1272, 
1275 (1949). In the latest Alcoa opinion the court indicated unwillingness to break 
that adjudged monopoly up into several competing concerns. United States v. Aluminum 
Company of America, 91 F. Supp. 333, 416 (S.D.N.Y. 1950). The court thought the 
administrative problems too difficult. For example, it would be hard to divide Alcoa’s 
research department. In stating the current interpretation of the statute the court was 
close to definitions of workable competition (at p. 347): 
“In determining the extent of permissible power that is consistent with the anti-trust 
laws in a icular industry, the following factors are relevant: the number and 
strength of the firms in the market; their effective size from the standpoint of 
technological development, and from the standpoint of competition with substitute 
materials and foreign trade; national security interests in the maintenance of strong 
productive facilities, and maximum scientific research and development; together 
with the public interest in lowered costs and uninterrupted production.” 

Cf. Moody and Waters Co. v. Case-Moody Pie Corporation, 354 Ill. 82, 187 N.E. 813 

(1933). 

™ United States v. General Electric Company, 82 F. Supp. 753, 893 (D.N.J. 1949). 

* Condensed from Hale, Vertical Integration, 49 Cor. L. Rev. 921 (1949). Only 
the most important decisions and a few new materials are cited in this summary. Cf. 
generally Adelman, Integration and Antitrust Policy, 63 Harv. L. Rev. 27 (1949); Me- 
Laren, Related Problems of “Requirements” Contracts and Acquisitions in Vertical In- 
tegration, 45 Int. L. Rev. 141 (1950); Spengler, Vertical Integration and Antitrust Policy, 
58 J. Pot. Econ. 347 (1950). 

* United States v. American Tobacco Co. 221 U.S. 106, 170, 31 Sup. Cr. 632, 644 
(1911); United States v. Corn Products Refining Co., 234 Fed. 964, 984 (S.D.N.Y. 1916). 
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as such and in several cases the courts refused to disturb vertical combina- 
tions. Indeed, in the famous steel case, the courts accepted the alleged 
technological necessity of vertical integration as a justification for the size 
of the combination. '° And a postscript to the renowned oil case permitted 
merger of two of the units into which the combination had been broken on 
the grounds that it would effect a desirable integration. *™ 


Legislation had frowned on vertical integration for particular types of 
enterprises, chiefly those regarded as public utilities. Perhaps the most 
important example was the “commodities clause”, forbidding railroads to 
transport their own goods, except those which they were to use in their own 
businesses. As applied to most enterprises, however, legislatures and courts 
were in agreement that vertical integration was legal. 


The Attorney General's Attack upon Integration 


In recent years the Antitrust Division has waged a vigorous campaign 
against vertical firms. In cases involving the sleeping car, oil, aluminum, 
chain store, taxicab, motion picture, and steel industries the Attorney 
General has attacked aspects of integration. ''* Upon at least two occasions 
the Division has asked the courts to declare that vertical integration is unlaw- 
ful as such. 


Several complaints have been levelled at the vertical concerns. It was 
urged that common ownership of the business of building sleeping cars and 
operating them on the various railroad lines excluded other would-be manu- 
facturers of such rolling stock from their only market. In the aluminum 
case the Division argued that the defendant “squeezed” its competitors by 
fixing the price of sheet aluminum too low and that of ingots too high. 
Competitive rollers of sheet had to buy ingots from the defendant, which 
was the sole domestic producer. By so setting prices, the charge ran, the 
competing rollers were “squeezed” from the market.'%* In the chain store 
case the complaint was that manufacturing operations were conducted at a 
“loss” so as to “subsidize” the retail stores down the line, thus rendering it 
difficult for non-integrated retailers to compete successfully. ** Variations 
on the foregoing themes were argued in the other causes. 


"’ United States v. United States Steel Corporation, 251 U.S. 417, 442, 40 Sup. Cr. 
293, 296 (1920). 

” United States v. Standard Oil Company, 47 F.2d 288, 309 (E.D. Mo. 1931). 

™ United States v. Paramount Pictures, Inc., 334 U.S. 131, 68 Sup. Ct. 915 (1948); 
United States v. Columbia Steel Company, 334 U.S. 495, 68 Sup. Cr. 1107 (1948); United 
States v. Yellow Cab Co., 332 U.S. 218, 67 Sup. Cr. 1560 (1947); United States v. New 
York Great Atlantic and Pacific Tea Company, 173 F.2d 79 (7th Cir. 1949); United 
States v. Aluminum Company, 148 F.2d 416 (2d Cir. 1945); United States v. Pullman Co., 
50 F. Supp. 123 (E.D. Pa. 1943). 
"8 Hearings, supra note 10, Part 1, at 349. 
™4 Id. at 219. 
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At one point the Supreme Court seemed to have accepted the Division’s 
view that all integration is unlawful. Some of the language in the taxicab 
case was certainly open to that interpretation. In the last steel decision, 
however, the Court disclaimed that position. Vertical integration remains 
suspect but it is not absolutely illegal. **° Indeed, as the Court pointed out, 
any such rule would raise insuperable administrative obstacles. 


Analysis of the Objections to Vertical Integration 


One of the complaints against the vertically integrated firm is that it ob- 
tains its merchandise at “cost”. Thus the Attorney General alleged that the 
Great Atlantic & Pacific Tea Company, which manufactured certain foods 
sold through its retail stores, obtained those products at “cost”. Putting 
the matter another way, the vertically integrated firm is accused of making 
“double profits”: one profit is earned on the manufacturing business and an- 
other on the distributing business. 


Slight reflection will suffice to point out the manifest error in the fore- 
going complaint. An integrated firm, by definition, demands a larger in- 
vestment than its non-integrated rival. If it is to secure a return on that 
additional capital, its profits must be larger. It can obtain raw materials at 

“cost” from its vertically integrated source of supply only by the sacrifice of 
return on its investment in that facility. If a firm has made two invest- 
ments it should earn two corresponding profits; otherwise it is not wholly 
successful. In the long run a vertically integrated enterprise cannot afford 
to forego profits on a part of its operations. 


A part of the “squeeze” argument rests on the “production at cost” 
theory. When the Attorney General accused Alcoa of “squeezing” inde- 
pendent rollers of aluminum, he meant that Alcoa rolled sheet at a “loss” 
covered by the profits of its ingot-making division. Unless some element of 
horizontal size is present, it is not rational for a business man to attempt thus 
to “squeeze” his competitor. Of course “squeeze” may amount to an at- 
tempt to monopolize: Alcoa might have been attempting to drive competing 
rollers out of business. But integration is not a necessary foundation for such 
an effort: resources for a price-cutting foray may be derived from a number 
of sources. 

Another difficulty with the “production at cost” theory is that the 
computation of such “cost” may be impossible. Some of Alcoa’s expenses 
are obviously attributable directly to the making of ingots. Others can be 
assigned to the rolling of sheet. But certain costs are common to all opera- 
tions of the company. Executives’ salaries, the expense of maintaining a 
fund of working capital and many other types of “overhead” cost should 
be allocated among the firm’s products. Economists are agreed that such 
common costs can be rationally allocated among various products if tech- 


™ United States v. Paramount Pictures, Inc., 85 F. Supp. 881, 893 (S.D.N.Y. 1949). 
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nology permits a variation in the proportions of the several types of finished 
goods which may be derived from one raw material. Thus a rational 
allocation is possible as applied to the operations of an oil refinery because 
the proportions of gasoline, kerosene, fuel, etc. and other products derived 
from crude oil may be varied. A dispute exists as to whether such variation 
is always possible. More important, practical means for applying the ra- 
tional theory of allocation to concrete business situations appear to have 
received only limited development. 


Exclusion from the market is another complaint levelled at the vertically 
integrated firm. Sometimes the argument relates to access to raw mate- 
rials: independent motion picture exhibitors could not obtain film because 
rival theater-owners were a part of a unit integrated back to the producer. ** 
More commonly, the accusation relates to distribution: ownership of pipe 
lines by the integrated oil companies prevents the non-integrated producer 
of oil from reaching markets. 


Again the complaint is groundless. In the absence of “horizontal” mo- 
nopoly at some stage of production, vertical integration excludes no one 
from a market. It is true that the independent theater owners could not ob- 
tain films. But the fault lay, not in integration, but in some form of “hori- 
zontal” restraint of trade. Unless and until there is monopoly at some 
horizontal level in the line of integration, firms should, by definition, enjoy 
access to raw materials and consumers. 


What may be sound is the contention of Professor Chamberlin that 
vertical integration can lead to a wasteful duplication of facilities and in- 
crease the difficulty of entry into competition. The argument is that 
integration by one firm compels its competitors to achieve a similar vertical 
structure. '*7 As a consequence, greater investment is required to enter the 
business and parallel, unnecessary facilities may be constructed. As yet 
little is known concerning the validity of this contention. On the other 
hand, some degree of vertical integration probably promotes efficiency "* 
and it may well increase competition on a horizontal level. 


DIVERSIFICATION *° 
Its Nature and History 


Production or distribution of more than one commodity by a single 
enterprise is commonly called diversification. Such a combination has also 


“* Hearings, supra note 10, Part 1, at 445, Part 2A, at 342, 309. On allocating costs 
cf. Adelman, Integration and Antitrust Policy, 63 Harv. L. Rev. 27, 35 (1949). 

™ Hearings, supra note 10, Part 2A, at 309. 

™* But cf. id. at 551. 

*° Condensed from Hale, Diversification: Impact of Monopoly Policy, 98 U. or Pa. 
L. Rev. 320 (1950). Only the most important decisions and a few new materials are 
cited in this summary. 
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been referred to as a “conglomerate integration” or by other terms.*”? In 
degree diversification varies from the firm which makes two sizes of an 
otherwise identical screwdriver to the investment trust owning shares of 
dozens of companies, each of which may fabricate thousands of different 
products. 


Most business enterprises with which the antitrust laws are concerned 
are organized in corporate form. The “private” law of corporations once 
narrowly restricted the permissible operations of artificial persons. Com- 
panies formed to operate canals might also take tolls at bridges over their 
water routes but diversification could go little farther. In the last seventy- 
five years, however, all that has changed. The popularity of general in- 
corporation acts, under which enterprisers specify their own corporate pow- 
ers, the relaxation of the doctrine of ultra vires, easy amendment of charters, 
and permission granted to corporations to hold stock in other companies all 
have opened the door wide to diversification. 


In the past diversification has not been thought to violate the antitrust 
acts. Indeed, several cases squarely hold that the production of several com- 
modities by a single firm is not objectionable. '** And as yet the Attorney 
General has not ventured to attack diversification by name. In several recent 
prosecutions, however, different parts of diversified concerns have been 
changed with a “conspiracy”. '?? In addition, both academic and lay econo- 
mists have voiced objections. 1** Thus the stage is set for an explicit assault 
upon diversification as such. 


Causes of Diversification; Its Relation to Efficiency 


Firms undertake the production or distribution of new commodities for 
a variety of reasons. They may wish to make fuller use of existing plant, 
tools, or technology. Entrepreneurs may go into new lines of business in 
attempt to improve sales of their original products. Electric power con- 
cerns, for example, commonly sell electric appliances in their territories so 
as to increase their “load”. Carrying a “full line” of merchandise often 
meets customers’ convenience. Selling costs may sometimes be spread over 
several items utilizing the same distribution system. Many of the foregoing 
types of diversification can be utilized to improve the efficiency of a firm’s 
operations. 


20 Cf. TrirFiIn, Monopotistic CoMPETITION AND GENERAL EQuiLipriuM THEORY 94 
(1940). 

™ United States v. Winslow, 227 U.S. 202, 33 Sup. Cr. 253 (1913); Alexander Mil- 
burn Company v. Union Carbide and Carbon Corp., 15 F.2d 678 (4th Cir. 1926), cert. 
denied, 273 US. 757, 47 Sup. Ct. 459 (1927). 

™2 United States v. General Motors Corp., 121 F.2d 376 (7th Cir. 1941), cert. denied, 
314 US. 618, 62 Sup. Cr. 105 (1941). 
™ Hearings, supra note 10, Part 1, at 438, Part 2A, at 304, 307, Part 2B, at 1210. 
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Stability is also an objective. Efforts to avoid the effects of seasonal 
and cyclical movements in business activity may suggest the wisdom of 
diversification into complementary products. '** It is difficult to imagine 
that such increased stability is harmful to the economy as a whole. And 
every move in the nature of diversification increases competition in the field 
newly entered, perhaps in greater degree than the formation of a new firm. 


Complaints against Diversification; Analysis Thereof 


A principal charge against the diversified firm is that it “ties” one prod- 
uct to another. In the Genera! Motors case '** it was alleged that the defend- 
ant “coerced” its dealers into using its own installment-plan financing service 
on penalty of losing their “franchise” to sell automobiles. Thus independent 
finance companies were unable to secure the business of financing the sale of 
General Motors’ cars. 

“Tying”, of course, cannot be practiced without diversification. It does 
not follow, however, that diversification necessarily leads to “tying”. The 
seller may have added new products to its line for one of the several reasons 
discussed above. Diversification which leads to sales in different markets 
can scarcely result in “tying”: the motor trucks which International Har- 
vester sells to industry cannot be tied to its reapers, sold principally to 
farmers. More important, no “tying” is possible unless the seller has some 
element of monopoly control over the principal product. In the absence 
of such an element, the “ancillary” product cannot be forced upon the buy- 
er. It should also be noted that the courts have approved “tying” when the 
purpose of the practice was merely reasonably to preserve the good will of 
the seller. 

A second complaint against diversification is that it leads to selected 
price cutting. The seller of several products may take a loss upon a 
single item and continue a profitable business by maintaining normal prices 
on his other goods. In retail trade parlance, this is the familiar “loss leader” 
practice. 1° 

Selected price cutting of the type in question amounts to an attempt to 
monopolize. A would-be monopolist can finance his effort to control a 
market from many sources. Subscribed capital may be used to keep an 
enterprise solvent during a price-cutting foray. Earnings may be hoarded 
for such a purpose. A company with little working capital may be able to 
raise cash by means of loans. Or it may resort to the popular practice of 


™ Cost-cutting Aids Bell and Howell’s Net, Barron’s, May 15, 1950, p. 17. But ef. 
Hearings, supra note 10, Part 2A, at 683, Part 2B, at 824, 835. 

™ United States v. General Motors Corp., 121 F.2d 376 (7th Cir. 1941), cert. denied, 
314 US. 618, 62 Sup. Cr. 105 (1941). 

™* Hearings, supra note 10, Part 1, at 220, Part 2A, at 243, 383. 
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selling its plant and leasing it back from the grantee. There are, in other 
words, many methods by which funds can be obtained to support an attempt 
to monopolize. Profits derived from diversified operations, like those realized 
in vertical integration, constitute but a single means of accomplishing that 
result. 


A third complaint against diversification is that it leads to control of 
substitute products. Particular attention has been paid to the entry of news- 
paper publishers into the field of radio broadcasting. On several occasions 
the Federal Communications Commission has indicated disapproval of such 
diversification. 


Control of substitutes, except for that achieved by patent grants, can 
result only from diversification. Without adding new commodities to the 
seller’s “line”, he can scarcely be said to control substitutes for his basic 
commodity. It does not follow that diversification necessarily leads to such 
control. As in the case of “tying”, control of substitutes depends upon an 
element of monopoly in the sale of the original product. If a seller of butter 
enters the oleomargarine business, then, in order to create a wasteful effect, 
he must either monopolize the butter market, or monopolize the oleomar- 
garine market (or the combined market for bread spreads). Unless he ac- 
complishes one of the foregoing results, he will have done no harm. And 
control of substitutes only results when diversification is limited to products 
put to similar uses. 


Diversification resulting from investment of retained earnings avoids 
the test of the market place. It allocates resources without general approval 
of the financial community. It may also cloud a firm’s cost picture so far 
that some products may unwittingly be subsidized at the expense of others, 
Under the heading of vertical integration we have suggested that common 
costs raise difficult problems of allocation. Diversification is apt to give 
rise to cost accounting problems both more complex and more numerous 
than vertical integration. In practice it may be impossible to determine the 
cost of a particular commodity: systems employed to find the costs of gaso- 
line, kerosene, fuel oil, and other products derived from a single process of 
refining are largely arbitrary in nature. Diversification may bear another 
resemblance to vertical integration in that “rounding out the line” by one 
firm may compel similar action by its competitors. Thus investment 
requisite to enter the business may be increased and the number of competi- 
tors reduced accordingly. *** Little empirical information is available on 
that subject, however, and it must be recalled that diversification increases 
competition in the new field—probably to a greater extent than it decreases 
it in the old. 


™ Hearings, supra note 10, Part 2B, at 932. 
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DISPERSION 


An enterprise which enlarges the geographical scope of its operations 
may be said to have engaged in “dispersion” or “territorial integration.” *** 
It is not likely that the concept can be made precise, since the possible varia- 
tion in the degree of dispersion is obviously immense. As suggested above, 
the factor of geography becomes important when commodities have large 
mass in relation to their value. Its importance also depends in considerable 
degree upon transportation facilities and changes therein. *”° 


Beneficial Effects of Dispersion 


Several benefits to the economy may be derived from dispersion. 
When a firm penetrates a new marketing territory it normally increases the 
number of competitors within that zone. In the antitrust decisions dissolv- 
ing the powder and tobacco monopolies the courts were at pains to set up 
successor concerns operating in all portions of the nation. In other words, 
the geographical factor in the monopoly problem was explicitly given rec- 
ognition. **° Indeed, the decisions have repeatedly recognized the dangers 
of monopoly in a particular territory; even a small firm may enjoy monopo- 
listic power in a local area. **! 


Dispersion may facilitate the geographical allocation of resources on a 
national basis. Life insurance companies derive funds from policy-holders 
in New England and invest them in enterprises in Texas. Perhaps the 
process of moving capital to the point where it can best be employed is 
thereby hastened. *** Of course complaints of “absentee ownership” and 
the like may also arise from such nation-wide operations. *** 


Dispersion, like diversification, may promote stability by spreading risks. 
Individual firms may mitigate the effects of seasonal and cyclical movements 


Burns, op. cit. supra note 10, at 456. In another sense, the factor of space is 
simply another element in the definition of a commodity. Cf. Hale, Trust Dissolution, 
40 Cor. L. Rev. 615, 627 (1940). 

*° Hoover, The Location of Economic Activity in THe GRowTH oF THE AMERICAN 
Economy 581, 587 (Williamson ed. 1944). 

™ Hale, Trust Dissolution, 40 Cor. L. Rev. 620, 627 (1940); cf. Wilcox, On the 
Alleged Ubiquity of Oligopoly, 40 Proc. Am. Econ. Assn. 67, 70 (1950). 

™ United States v. Griffith, 334 U.S. 100, 107, 68 Sup. Cr. 941, 945 (1948); United 
States v. Crescent Amusement Company, 323 U.S. 173, 181, 65 Sup. Ct. 254, 258 (1944); 
Indiana Farmers’ Guide v. Prairie Farmer Company, 293 U.S. 268, 279, 55 Sup. Ct. 182, 
185 (1934); cf. United States v. Standard Oil Company, 47 F.2d 288, 305 (E.D. Mo. 
1931). See also Clark, Monopolistic Tendencies, Their Character and Consequences, 
18 Proc. Acap. Por. Sct. 124, 128 (1939); Epwarps, op. cit. supra note 3, at 107; Com- 
MISSIONER OF CorPORATIONS, PETROLEUM I[NovustRY, Part II, 452 (1907). 

™ Hearings, supra note 10, Part 2B, at 1140; Hoover, supra note 129, at 580; cf. 
Tuorp, THe Cuancinc Structure oF INpustry iN Recent Economic CHances 167, 208, 
214 (Hoover ed. 1929). 

* Hearings, supra note 10, Part 2A, at 453, Part 1, at 408. 
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by spreading themselves over several areas. *** In complementary fashion, 
the affected areas become more stable if several enterprises are spread thinly 
over them rather than concentrated in a single locality. *** 


Shipping expense may be reduced by dispersion. Freight from nearby 
plants may be less burdensome to customers than that from a centralized 
factory. *** On the other hand, such dispersion may impair the efficiency 
otherwise obtainable in a consolidated manufacturing process. **" Efficiency 
no doubt requires a balance between specialized production and dispersion. 
Use of national advertising media may or may not reduce selling expenses 
for the dispersed firm. *** 


Complaints against Dispersion 


Local price cutting is the oldest and strongest objection to dispersion. 
A firm operating in a large area, like a concern diversified into the produc- 
tion of many products, may cut prices in selected regions in order to injure 
its local competitors. The practice was once a familiar one and has long 
been recognized as an obvious “abuse”. **° Perhaps it no longer persists in 
substantial form. In any event, dispersion does not necessarily induce the 
practice. **° 


Occasionally complaints have been registered against the raising of 
prices in limited localities. When competition is absent in a particular ter- 
ritory, it is said, the dispersed firm may increase its prices there. In other 
words, another aspect of price discrimination is charged.*** We cannot 
pause here to explore all the possible legal and economic aspects of geograph- 
ical price discriminations. It may be worth noting, however, that a dis- 


Burns, op. cit. supra note 10, at 257. 

8 THorP, op. cit. supra note 132, at 215. 

** Wircox, op. cit. supra note 17, at 310. Cf. Corn Products Refining Company v. 
Federal Trade Commission, 324 U.S. 726, 65 Sup. Ct. 961 (1945); Hearings, supra note 
10, Part 1, at 515; Edwards, Geographic Price Formulas and the Concentration of Eco- 
nomic Power, 37 Geo. L.J. 135, 137, 141 (1949). A discussion of the pattern in which 
competitors will locate to minimize transport costs, etc., will be found in Lerner and 
Singer, Some Notes on Duopoly and Spatial Competition, 45 J. Pot. Econ. 145, 153, 183 
(1937). 

™ Burns, Op. cit. supra note 10, at 256; Epwarps, op. cit. supra note 3, at 114. 

8 Burns, Op. cit. supra note 10, at 457. 

18 COMMISSIONER OF CORPORATIONS, OP. cit. supra note 131, at 30. Davies (Commis- 
sioner of Corporations), Trust Law anp Unrair Competition 311 (1916); Kates, op. 
cit. supra note 8, § 50; Edwards, Geographic Price Formulas and the Concentration of 
Economic Power, 37 Gro. L.J. 135, 136 (1949); Porto Rican Tobacco Company v. 
American Tobacco Company, 30 F.2d 234, 237 (2d Cir. 1929), cert. denied, 279 US. 
858, 49 Sup. Cr. 353 (1929); 2. B. Muller and Company v. Federal Trade Commission, 14 
F.2d 511, 518 (6th Cir. 1944). 

“° BuRNS, Op. cit. supra note 10, at 259; see Central Lumber Company v. South 
Dakota, 226 U.S. 157, 161, 33 Sup. Cr. 66, 67 (1912). 

 CoMMISSIONER OF CORPORATIONS, Op. Cit. supra note 131, at xxxviiif, 452; Central 
Lumber Company v. South Dakota, 226 U.S. 157, 160, 33 Sup. Ct. 66, 67 (1912). 
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persed firm may encounter real difficulty in complying with both the 
Sherman and Robinson-Patman Acts. !*? 


Dispersion has been typified by the chain merchandisers. Attacks upon 
those stores have often been justified by allegations of “absentee ownership”. 
Arguments against removal of control from local communities have been 
founded more on sociological than economic principles.*** Thus Mr. 
Justice Cardozo declared: 


“The business that keeps at home affects the social organism in ways that 
differ widely from those typical of a business that goes out into the 
world.” 1*4 


A chain store manager, it is argued, knows he may soon be shifted to an- 
other city. Hence, he has no real interest in the community where he is 
temporarily stationed. '** Questions may also be raised concerning the ef- 
ficiency of dispersion. *** 


Since dispersion is almost wholly a question of degree, it is difficult to 
imagine that a court could condemn it as such. And criteria for acceptable 
degrees of dispersion, if such are sought, cannot be derived until the whole 
subject has been subjected to intensive investigation. Perhaps dispersion, 
like diversification, will appear intrinsically harmless. Meanwhile it is well 
to note the relationship between dispersion and horizontal size: if we adopted 
Professor Edwards’ suggestion and divided the United States Steel Corpora- 
tion into three units, respectively centered at Pittsburgh, Gary, and Birming- 
ham, '*7 we should simultaneously remove an element of dispersion. 


WEALTH (PURE SIZE) 
Size divorced from structure is the familiar concept of wealth. It has 
not usually been considered monopolistic in character. Indeed, some of the 


“® The Robinson-Patman Act, so-called, amended Section 2 of the Clayton Act. 
49 Srat. 1526 (1936); 15 US.C.A. § 13 (1941). A firm which sells at a uniform price 
everywhere may be discriminating against its nearer customers. Cf. Corn Products Re- 
fining Company v. Federal Trade Commission, 324 U.S. 726, 737, 65 Sup. Ct. 961, 966 
(1945); Fairmount Creamery v. Minnesota, 274 US. 1, 8, 47 Sup. Ct. 506, 507 (1927). 
If the price is allowed to vary in order to meet local competition complaint may also 
follow. United States v. New York Great Atlantic and Pacific Tea Company, 173 
F.2d 79, 87 (7th Cir. 1949). 

“3 Kefauver, The Supreme Court and Congress v. Monopoly, 20 Tenn. L. Rev. 254, 
255 (1948). 

™ Louis K. Liggett Company v. Lee, 288 U. S. 517, 581, 53 Sup. Cr. 481, 502 (1933). 

“© Hearings, supra note 10, Part 1, at 412, Part 2A, at 334. Cf. Public Utility Hold- 
ing Company Act of 1935, 49 Strat. 803 §§ 1(b) (4), 2(a) (29), 11(b) (1) (1935); 15 
US.C. § § 79(a), 79(b), 79(i), 79(k); Temporary Nationa Economic CoMMitTtEe, 
Frnat Report aNp RecomMenpations 23 (Sen. Doc. 35, 77th Cong., Ist Sess., 1941). 

“* Hoover, supra note 129, at 582. Other deficiencies in dispersion have been noted. 
Hearings, supra note 10, Part 2A, at 313; Burns, op. cit. supra note 10, at 459. 
4 EpwArbs, Op. cit. supra note 3, at 113. 
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most vigorous foes of bigness have admitted that the antitrust statutes do not 
touch it. Thus Mr. Justice Brandeis said: 


“Businesses may become as harmful to the community by excessive size, 
as by monopoly or the commonly recognized restraints of trade.” *** 


Nevertheless wealth cannot be ignored in a discussion of the monopoly 
problem. 149 


Individual wealth is rapidly becoming a memory. If taxes, and par- 
ticularly federal income and estate taxes, are maintained at their present 
rates, there will soon be no occasion to inquire whether personal riches 
benefit society as a whole. Indeed, the pendulum has swung so far that there 
is a serious question as to whether the economy can produce the capital in- 
vestment required to raise living standards for all. But it is urged that 
corporations, untouched by the estate tax’s capital levy and distribution 
among several heirs on death, are aggrandizing wealth in an alarming 
fashion. 15° 


To some undetermined degree the device of stock ownership, with 
its infinite divisibility, counteracts the alleged concentration of corporate 
wealth. Shareholders are numbered in the hundreds of thousands. To each 
is attributable some fraction of the property held in corporate names. **? 


It is said, however, that stockholders are so numerous and so little in- 
terested that corporate control is actually vested in a handful of self- 
perpetuating managers. '°*? Or, in the alternative, and inconsistently, that 
most of the stock is held by a few rich investors who exercise control and 
disregard the wishes of their thousands of smaller brethren. *** 


Objections to corporate wealth are chiefly political and sociological, 
rather than economic in character. Maintenance of a “middle class”, often 
pictured as made up of small shopkeepers, is suggested as a reason for reduc- 


“Dissenting in Louis K. Liggett Company v. Lee, 288 US. 517, 574, 53 Sup. Ct. 
481, 499 (1933); Hearings, supra note 10, Part 2B, at 820; Epwarps, op. cit. supra note 3, 
at 130. 

“© Epwarbs, Op. cit. supra note 3, at 99, 106. 

*° BerLE AND Means, THE Mopern Corporation AND Private Property 40 (1933); 
Levi, The Antitrust Laws and Monopoly, 14 U. or Cut. L. Rev. 153, 164 (1947); Smaller 
War Plants Corporation, Economic Concentration and World War II 6 (Sen. Doc. 206, 
79th Cong., 2d Sess., 1946). 

™ Ber_eE AND MEans, Op. cit. supra note 150, c. VI. 

™ Id. at 117. 

*8 Temporary NationAL Economic CoMMITTEE, Op. cit. supra note 145, at 679 
(statement of Senator O’Mahoney); Securities anp ExcHaNce Commission, DistRriBUTION 
oF OWNERSHIP IN THE 200 Larcest NonFINANCIAL Corporations 5, 13 (TNEC Monograph 
29, 1940) (but note the technical procedures used as described at pp. 6, 38); Smaller War 
Plants Corporation, Economic Concentration and World War II 19 (Sen. Doc. 206, 79th 
Cong., 2d Sess., 1946). 
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ing corporate concentrations."** As stated by our brilliant jurist, Learned 
Hand: 


“. .. Congress .... did not condone ‘good trusts’ and condemn ‘bad’ 
ones; it forbad all. Moreover, in so doing it was not necessarily actuated 
by economic motives alone. It is possible, because of its indirect social 
or moral effect, to prefer a system of small producers, each dependent 
for his success upon his own skill and character, to one in which the 
great mass of those engaged must accept the direction of a few.” **° 


Sixty years ago another judge had put the matter only slightly differently: 


“A society in which a few men are the employers and the great body 
are merely employees or servants, is not the most desirable in a re- 
public; and it should be as much the policy of the laws to multiply the 
numbers engaged in independent pursuits . . . as to cheapen the price to 
the consumer.” 1°¢ 


Mr. Justice Brandeis, of course, was the most eloquent advocate of the fore- 
going point of view and his words are worth weighing today.*** Others 
have made somewhat extreme arguments against corporate wealth, arguing 
that health conditions, education, and the like are better in communities 
where business is small. *** It should be recalled, however, that the fear of 
corporations found expression as long ago as the statutes of mortmain and 
long played a role in the “private” law of corporate charters. **° 


Those who envision a society of opposed pressure blocs—the “balanced 
force” polity of Professor Clark **°—may regard corporate wealth as a nec- 
essary counterbalance '** to the weight of organized labor. It is not difficult 
to imagine the dire consequences which might flow from the exercise of 
power by labor unions unopposed by management. Nevertheless lovers 
of liberty may well hesitate to approve the degree of economic, political, 
and social power now vested in either group. ** 


% KAPLAN, Op. Cit. supra note 24, at 3; Rostow, The New Sherman Act: A Positive 
Instrument of Progress, 14 U. or Cut. L. Rev. 567, 569 (1947); United States v. Trans- 
Missouri Freight Association, 166 USS. 290, 324, 17 Sup. Cr. 540, 552 (1897). 

** United States v. Aluminum Company of America, 148 F.2d 416, 427 (2d Cir. 
1945); see also same opinion at 427, 428. 

** State ex. rel. Attorney General v. Standard Oil Company, 49 Ohio St. 137, 187, 
30 N.E. 279, 290 (1892). 

*" E.g. dissent in Louis K. Liggett Company v. Lee, 288 U.S. 517, 568, 53 Sup. Ct. 
481, 497 (1933); Ernst, Too Bic 176 (1940); cf. Lewis, Monopoly and the Law, 6 Mon. 
L. Rev. 97, 104 (1943); Richardson v. Buhl, 77 Mich 632, 658, 43 N.W. 1102, 1110 (1889). 

** Smaller War Plants Corporation, Small Business and Civic Welfare 13, 18 (SEN. 
Doc. 135, 79th Cong., 2d Sess., 1946). 

“I Bt. Comm. *479 (Cooley’s 3d ed. 1884). Cf. Woodbury v. McClurg, 78 Miss. 
831, 835, 29 So. 514, 515 (1901); see also the picturesque language of Central Railroad 
Company v. Collins, 40 Ga. 582, 629 (1869). 

* CLARK, ALTERNATIVE TO SERFDOM c. V (1948). 

Cf. Epwakps, op. cit. supra note 3, at 104. 

"= A recent statement of the case for pluralism is that of Professor Machlup before 
the Celler Committee, Hearings, supra note 10, Part 2A, at 505. 
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CONCLUSION 


Monopoly may be considered in its various aspects. Its component 
parts may be individually analyzed. Yet the problem is one and solutions 
to each question raised must be related to the whole. If, for example, the 
concept of “workable” competition can be sufficiently refined to admit of 
practical application, we shall then face the necessity of curbing the “abuses” 
made possible by the degree of monopoly inherent in that concept. ** 
Various types of structure may require re-examination. Vertical integration, 
for example, might be used as a weapon to injure competition by a firm 
whose size was consistent with “workability”. Again, if we should conclude 
that pure competition is substantially unobtainable in some areas, *** then we 
must decide whether to attempt it in any. Perhaps we cannot successfully 
operate a dual economy, half free and half controlled. 


Our ultimate conclusions as to the problem of monopoly cannot stand 
apart from our policies on many other subjects. If the decision were made 
to “atomize” industry, we should have to make adjustments in our fiscal, 
labor, and revenue policies. *** Such considerations have led observers to 
urge that the decision to effect a drastic dissolution of business units should 
rest in legislative hands. 7° 


One conclusion is clear: additional study of the monopoly problem is 
needed at all levels and from all avenues of approach. Economists freely 
admit the necessity of further research in their domain. *** As indicated in 
this paper, sociology and political science are also involved. Lawyers should 
attempt to translate sound doctrine into measures of practical application. 
But such research must be conducted by private persons: government is not 
an appropriate agency for so delicate a task. ** 


Hearings, supra note 10, Part 1, at 350, 369, 436. 

™ Bain, Workable Competition in Oligopoly, 40 Proc. AM. Econ. Assn. 35 (1950). 

 Boulding, In Defense of Monopoly, 59 Q.]. Econ. 524, 530 (1945); KapLan, op. 
cit. supra note 24, at 174; Kaplan, The Influence of Size of Firms on the Functioning 
of the Economy, 40 Proc. AM. Econ. Assn. 74, 83 (1950); Hearings, supra note 10, 
Part 2A, at 302. 

Galbraith, supra note 15, at 118; Hearings, supra note 10, Part 1, at 521. 

™ Jacoby, Antitrust Policy Re-examined, 58 J. Pot. Econ. 61, 65 (1950); Trirrin, 
Monopo.istic CoMPETITION AND GENERAL EquitipriuM THEorY 189 (1940). 

* Cf. Galbraith, supra note 15, at 122 (result of TNEC investigation disappointing). 











PATENTS AND THE ANTITRUST LAWS! 
BY LAURENCE I. WOOD AND VINCENT A. JOHNSON * 


THE LEGAL AND ECONOMIC COMMENTATORS of the last decade 
have had a field day on the subject of the relationship between patents and 
the antitrust laws. The product of their meditations, if quantitatively ap- 
propriate to the importance of the court decisions of the period, has fre- 
quently intensified rather than eased the confusion and uncertainty raised 
by those decisions. Newcomers to the field, and oldsters, too, must view 
the mass of material and conflicting interpretations with sinking hearts. 

It is only a surface manifestation of more profound disorder that one 
high government official in the Antitrust Division of the Department of 
Justice should suggest that the relationship of patents to the antitrust laws 
has been finally settled * while another insists that the relationship “presents 
intriguing and difficult problems . . . constantly cropping up.” * 

Other extremes of positions among the commentators are of more 
serious consequence. There are those who have seized upon the vagaries of 
the law and economic and social crises to expound radical restriction of the 
patent system. * There are others who decry change, whatever its nature, 
and long for the absolutes of other days.* These differences of opinion have 


+ The views expressed herein are those of the authors and do not necessarily 
represent those of the General Electric Company. 
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of Industrial and Intellectual Property, 40 Trape Mark Rep. 613, 614 (1950). To his 
catalogue of “restrictionists” writings might be added Watkins & Stocking, Patent Mo- 
nopolies and Free Enterprise, 3 Vanp. L. Rev. 729, (1950) and Thomas, The Patentee’s 
Dilemma—lIs Price-Fixing Legal, 4 Miami L.Q. 313 (1950). 

‘Cf. Folk, The Relation of Patents to the Antitrust Laws, 13 Law anv Contemp. 
Pros. 278 (1948). 
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served the healthy purpose of raising the patent system for re-examination. 
To the extent, however, that the antagonists have promoted the elimination 
of that Holmesian penumbra between the extremes * by irresponsible gnaw- 
ing at the vitals of the system, they have offered only a disservice. Those 
who, in a spirit of sober moderation, come to the field seeking a middle way, 
must expect to piece it for themselves from torn and diverse precepts. 


One conflict of recent years has swirled about the correct designation 
of the patent grant. It is properly an academic concern, and one for pedants 
rather than practicing lawyers. It might have remained so had not descrip- 
tions of the patent grant been repeatedly devised to support the pet con- 
clusions of the various schools of writers. Thus those who would weaken 
the force of the patent grant normally refer to it as a “privilege”; those who 
seek to preserve and promote its strength prefer to characterize it as 
“property”.® And usually that opprobrious term “monopoly” is introduced 
to be casually and uncritically identified with the patent concept. 


These ventures in psychology and semantics can be fascinating. It is 
submitted, however, that the only valid purpose to be served in reviewing 
the nature of the patent grant is the ascertainment of the policy which 
underlies it. And that policy, in turn, is pertinent here only to the extent 
that it may facilitate the solution of practical problems which arise from the 
impact of the antitrust laws upon the patent system. 


*“. . . distinguished extremes have between them a penumbra in which one grad- 
ually shades into the other.” Hormes, Law in Science—Science in Law in Cottrectep 
Leca Papers 223 (1920). 

°Cf. Folk, supra note 4, at 281; I Waker on Parents § 234 (Deller ed. 1937). 
Consider also the language of these decisions: 

Transparent-Wrap Machine Corp. v. Stokes & Smith Co., 329 U.S. 637, 643, 67 
Sup. Cr. 610, 614 (1947) (Douglas): “A patent is a species of property.” 

Precision Instrument Mfg. Co. v. Automotive Co., 324 U.S. 806, 816, 65 Sup. Cr. 
993, 998 (1945) (Murphy): “it is a special privilege.” 

Special Equipment Co. v. Coe, 324 U.S. 370, 382, 65 Sup. Cr. 741, 747 (194°) 
(Douglas, dissenting): “It is a mistake . . . to conceive of a patent as but another 
form of private property. The patent is a privilege . . .” 

Hartford-Empire Co. v. United States, 323 U.S. 386, 415, 65 Sup. Ct. 373, 387 (1945) 
(Roberts): “That a patent is property . . . has long been settled.” cf. Rutledge (dis- 


senting in part): “.. . he uses his patent right .. .”, “. . . the right of the patent- 
holder .. .” and “. . . his right or the other person’s . . .”, with “When the patent- 
holder . . . overreaches his privilege . . .” and “. . . he cannot further exercise the 


privilege . . .” Id. at 451-453, 65 Sup. Ct. at 404-405. 

Mercoid Corp. v. Mid-Continent Investment Co., 320 U.S. 661, 665, 64 Sup. Ct. 
268, 271 (1944) (Douglas): “The grant of a patent is the grant of a special privi- 
lege .. .” (Roberts, dissenting): “A patent is property . . .” Jd. at 674, 64 Sup. Cr. at 
275; (Jackson, dissenting): “‘A patent’, said Mr. Justice Holmes, ‘is property car- 
ried to the highest degree of abstraction . . .’.” Id. at 678, 64 Sup. Ct. at 277. 

United States v. Masonite Corp., 316 U.S. 265, 280, 62 Sup. Cr. 1070, 1078 (1942) 
(Douglas): “. . . patents are privileges restrictive of a free economy . . .”. 

Morton Salt Co. v. G. S. Suppiger Co., 314 U.S. 488, 492, 62 Sup. Ct. 402, 405 
(1942) (Stone): “The grant to the inventor of the special privilege of a patent 
monopoly carries out a public policy . . .” 
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THE PATENT GRANT IN THEORY—A “PUBLIC 
WELFARE MONOPOLY” 


The Federal Constitution establishes the cardinal premise from which 
the patent system is drawn. It provides that “The Congress shall have 
Power . .. to promote the progress of Science and useful Arts by securing 
for limited Times to Authors and Inventors the exclusive Right to their 
respective Writings and Discoveries.” * 


Logically transposed this language requires the reading that the Con- 
stitution adopts the promotion of “Science and useful Arts” as a basic public 
policy. * We, perhaps even better than the framers of the Constitution, can 
appreciate the wisdom of this policy, for it has been the generations of the 
20th century that have reaped the harvest of such progress. The Con- 
stitution, however, did more than state the policy. It asserted the device 
by which it was to be made manifest: those who promote the sciences and 
arts are to have the “exclusive Right” to their discoveries “for limited Times.” 
They are to possess, for the time appointed by Congress, a legal monopoly 
to exclude others from the provinces marked out by the patent. 


The wisdom of the device, as distinguished from the object, can be 
questioned. ° Undoubtedly there are other devices well adapted to excite 
invention and promote the adoption of innovations. There may be equal or 
superior devices. But the fact remains that short of amendment of or de- 
parture from the Constitution, the availability of such devices is circum- 
scribed. On another level, it is a legitimate inquiry whether any other de- 
vice is so well suited to a democracy and the ideal of a free, capitalistic 
economy. And this is said with a full awareness of the apparent anomoly 
that exists in condoning the patent “monopoly” within what is intended to 
be a free economic system. 


The patent system, like the economy of which it is a part, is based on 
the frankly materialistic psychology which assumes that the profit motive 
will act to stimulate endeavor. The guaranty of exclusive use envisaged by 
the Constitution invites new discoveries, for it offers the reward of profits 
usually associated with exclusivity. Simultaneously it discourages the hoard- 
ing and promotes the publication of new discoveries, for it holds out the 
opportunity of assured monopoly for a time certain and makes less attractive 
the anxious protection of the invention by private or secretive means. Still 
further, it promotes the transfer of the invention from that which is singular 
and unused to that which is popular and practical; that is, it promotes the 
commercialization of the invention by assuring the entrepreneur and finan- 


7US. Const. Art. 1, § 8, Cl. 8. 

* Cf. Kendall v. Winsor, 21 How. 322 (U.S. 1858); Cf. Pennock v. Dialogue, 2 Pet. 1 
(U.S. 1829). 

*See Hamilton and Till, What is a Patent?, 13 Law anp Contemp. Pros. 245 (1948) 
and Watkins and Stocking, supra note 3. 
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cier—whether those functions be performed by one or several persons—that 
the investment of energy and capital will enjoy for a limited time the secur- 
ity appropriate to and measured by the worth of the invention. Moreover, 
however crude the Constitutional device, it does assure in a rough way, and 
barring abuse of the administration of the patent system, that the financial 
return on the invention and its promotion will be in proportion to its con- 
tribution to society. *° There are thus at least three benefits received by the 
public from an ideal patent system: (1) the discovery of new inventions; 
(2) publication and disclosure of those inventions; and (3) the increased 
standard of living resulting from the creation of new industries based on the 
discovery. ™ 

Few would seriously deny that these benefits exist in theory as a prod- 
uct of the patent system. '* It has been suggested, however, that the benefits 
are outweighed by the detriments attached to the system, ** or that the 
benefits are never realized because the complex economy erected since the 
creation of the patent system has insulated the simple human emotions upon 
which the incentives fostered by the patent grant are intended to play. 


The detriment argument customarily resolves itself into two different 
themes. The first at bottom states that another device than a temporary 
monopoly would work as well, without the evils presumed to be associated 
with the monopoly. The second points to the abuses to which the patent 
system as presently constituted can be, and in instances has been, subjected. 


The merits of the first theme can be exchanged indefinitely. The fact 
remains that invention has gone on at an unprecedented—some writers think 
at an alarming *—pace under the present device of monopoly reward, 
whether by coincidence or consequence. In the absence of experimentation 
within the American frame no one can conclusively assert that another de- 
vice for rewarding invention will work as well, or better. 


The contradiction presented by the existence of a “monopoly” in a 
“competitive economy” is a surface anomaly only. The patent monopoly 
constitutes what has been termed a “public welfare monopoly”. ** It, like 


“Cf. Motion Picture Patents Co. v. Universal Film Manufacturing Co., 243 US. 
502, 513, 37 Sup. Ct. 416, 419 (1917). 

“For a more elaborate discussion of the detriments and justifications of the patent 
system, see Stedman, Invention and Public Policy, 12 Law ann Contemp. Pros. 649 
(1947). 

" That the attack of “the restrictionists” is directed at the very fundamentals of the 
patent system, see Oppenheim, supra note 3, at 618. 

“For a synopsis of some of the detriments, see Stedman, supra note 11, at 654. 

“Cf. Watkins and Stocking, supra note 3, at 735. 

* Oppenheim, supra note 3, at 617. In reality the patent grant is but one of many 
monopolies recognized and accepted in an economy which comprises a complex inter- 
adjustment of a myriad of elements ranging from the most rigidly restrictive to the 
most severely competitive. That it is a monopoly is not enough to condemn the patent 
as a social factor. The test of its validity must be in its function, not in its label. Cf. 
Judge Frank in Pickard v. United Aircraft Corp., 128 F.2d 632, 643 (2d Cir. 1942); 
Epvwarps, Marntarninc Competition 50 et seq., 70 (1949). 
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competition itself, is adopted as a means to a greater end. And, like com- 
petition, ** the patent monopoly has been submitted to certain safeguards. 
It is, for example, limited in time. And it is not an award of favor, but a 
reward for special and meritorious service in the public interest. It is thus 
distinguishable from those odious monopolies carved out by the brute force 
of the self-clected or arbitrarily imposed by the sovereign, all in total dis- 
regard of the common weal. Nor should one fail to recognize that the 
“monopoly” conferred may not be, and most frequently is not, a pure 
monopoly in economic effect, for the thing patented ordinarily suffers com- 
petition from substitutional processes or products. It follows that patents in 
reality give only what have been termed “degrees of exclusiveness” which, 
as distinct from complete monopoly, are compatible with effective com- 
petition. ‘’ Further, and aside from its role as a reward, any monopoly—in 
the economic sense—that remains is not without justification. For, since by 
statutory definition the thing patented must be new, ’** the public has lost 
nothing by the temporary grant of monopoly. This argument loses its vigor 
in direct ratio to the degree of validity accorded the societal theory of in- 
vention.’ And the argument has been properly rejected where it was 
sought to be carried to its ultimate conclusion that, since the public has 
never previously shared the invention, it cannot after its creation complain 
of restrictions—no matter how vicious—on its production and distribution. 


The abuses charged to the patent system are related to distaste for its 
monopoly feature, for they are seen as instruments for extending the limits 
of the monopoly conferred. Attack upon the system through its abuses, 
however, can be logically effective only if the abuses are shown to inhere in 
the system. The abuses popularly cited, such as the procedural devices by 
which the monopoly i is extended beyond the statutory period of seventeen 
vears, and the misuse of the grant by conspiratorial maneuvers, are not thus 


* Consider the effect of legal restrictions on competition, whether those restrictions 
be imposed by statutes, such as the Sherman or Federal Trade Commission or Robinson- 
Patman Acts, or by common law. 

. sommes supra note 3, at 614. 

> Rev. Srar. § 4886 (1875), 35 U.S.C. § 31 (1946). And see The Great Atlantic 
and Pacific Tea Company v. Supermarket Equipment Corporation, 340 U.S. 147,152, 71 
Sup. Cr. 127, 130 (1950). “The function of a patent is to add to the sum of useful knowl- 
edge. Patents cannot be sustained when, on the contrary, their effect is to subtract 
from former resources freely available to skilled artisans.” Mr. Justice Douglas, con- 
curring in the same case, would refer the statutory standard directly to its Constitutional 
source: “It is not enough that an article is new and useful. The Constitution never 
sanctioned the patenting of gadgets. Patents serve a higher end—the advancement of 
science.” Id. at 154-155; 71 Sup. Ct. at 131. 

When we concede a degree of validity to the socictal theory, we refer to the 
obvious fact that every inventor is affected by and profits from the general social ad- 
vances that occur about him. We deny, however, the proposition that invention is a 
social process merely, and that the individual inventor does not merit a reward for his 
own singular contribution. Cf. Kahn, Fundamental Deficiencies of the American Patent 
Law, 30 Am. Econ. Rev. 475 (1940) with Oppenheim, supra note 3. 
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inherent. The infringement suit, if inherent to the extent that it is necessary 
to prevent the patent from becoming an empty right, can readily be re- 
strained if abused; the argument must not be whether the abuse should be 
tolerated but only as to the means of its elimination. These and other related 
matters will be subsequently treated when the balance between patents and 
the antitrust laws is examined in more detail. It is sufficient here to observe 
that attacks on the administration of the patent laws or their perversion to 
evil ends are not to be confused with the theoretical consideration of 
whether the basic elements of the system are properly conceived to attain 
the appointed end: progress in the “Science and useful Arts”. 


THEORY V. PRACTICE 


It is most appropriate to inquire, however, whether the patent system, 
devised as it was in other times, serves its intended purpose today. The con- 
trast in economies is sharp. An agrarian society has been transformed into 
one of complex commercial processes and technological developments. 
Relatively simple and basic inventions have been overwhelmed by a rush of 
narrow and overlapping innovations. The image of the lone, plodding 
mechanic has been replaced in popular concept by that of the disciplined 
scientist working as one member of a large research team. Ownership has 
tended to shift from inventor to promoter and from the small entrepreneur 
to the larger industrial organization. 


It would seem that in present-day circumstances the exclusive grant in 
its role as incentive to invention is less potent than originally intended. The 
individual professional inventor who is sponsored by governmental, educa- 
tional, or industrial institutions is probably little stirred by the hope of a 
patent grant, except as its issuance may affect his prestige and thereby his 
salary. For him the bonus system proposed at the time of the constitutional 
convention *° would serve at least as effectively as the promise of an exclusive 
grant. It should be noted, however, that the sponsoring institutions have 
been motivated in some degree by the same considerations that were origi- 
nally intended to prompt individuals. Private research organizations having 
no other function than the creation of new methods, devices, and products 
owe their existence to the promise of revenue from the licensing of patent 
grants. These organizations serve a valuable social purpose in that they 
offer a wholesale source of inventive genius which the small businessman 
without similar resources of his own may retail by the application of his 
production and distribution talents. It is interesting to note also that educa- 
tional institutions, hard pressed for funds, have not overlooked this source 
of revenue, thereby encouraging the earlier practical application of dis- 
coveries in pure science. 


** Hamilton and Till, supra note 9, at 247. 
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Nor should it be assumed that the “captive” inventor has fallen complete 
heir to the inventing profession. The independent inventor survives in great 
number, and for him the prospect of an exclusive grant is still directly 
effective. 


If he is an entrepreneur as well as inventor the patent award becomes 
all things: it is both incentive and protection. It spurs him to the creation 
of superior products, for it promises to hold off imitative competitors while 
he builds both a market and his business. It frequently constitutes his 
strongest barricade against absorption. Furthermore, it is the collateral 
with which he may obtain speculative financing necessary to market the new 
product. The inventor-entrepreneur is, in short, the prototype toward 
which the patent system was originally directed. It is not by coincidence 
that he is its outspoken champion. 


If the independent inventor is an inventor and nothing more, the patent 
grant packages his inventive efforts as a salable commodity. It may be true 
that he cannot always obtain his deserved price: the market for inventions is 
probably not now, and perhaps never has been, a seller’s market, for there 
exists a vast span between a bare patent and the realization of its commercial 
potentials. The span has been widened by the emphasis that the mass pro- 
duction technique has placed upon skills of production and distribution. 
But it is perhaps unimportant, looking solely at the functioning of the sys- 
tem, if the inventor for sale is doomed to receive less than the intrinsic worth 
of his invention, so long as his reward is sufficient to keep alive the incentive 
to invent anew. The depression of the market for inventions from more 
sinister causes, however, such as by monopolization of industry, and par- 
ticularly of patents, presents another issue. Such depression should not be, 
and need not be, tolerated with proper enforcement of the antitrust laws. 


But whatever the merits of the controversy over the patent system as 
an incentive to invention, it is certain that disclosure of new inventions would 
be seriously restricted in the absence of the assurance of an exclusive award 
for a limited time. This is equally true both for the individual inventor and 
for the private institutional laboratory. If to announce in detail the results 
of a happy thought or of painstaking research would immediately dedicate 
those results to all comers, the announcement would not normally be made. 
This would have several direct consequences. In the case of new commer- 
cial processes or of compositions of matter or of methods, the practice of the 
invention would be undertaken in strictest secrecy so that the resulting com- 
petitive advantage could be maintained unimpaired for the maximum period 
of time; a “monopoly” no less potent, and perhaps more so, than that con- 
ferred by the present patent could result. A new product or device which 
embodied the invention in itself would, on the other hand, not appear on the 
market at all, unless it entailed economies or advantages over the existing 
device more than sufficient to repay the necessary investment in develop- 
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ment, tooling, and marketing, or constituted the base for a substantially new 
industry promising quick profits from its virgin markets. 


The modern economy has thus diffused the operation of the patent sys- 
tem and shifted its emphasis from the inventive objective to the objectives of 
disclosure and commercialization. Not only does this new direction serve 
the academic purpose of saving the patent system from antiquation; it is a 
positive good. For the problem requiring emphasis today is the channeling 
of new ideas to the use of the consuming public. The patent system ad- 
mirably performs this function by converting the idea into a commodity 
readily subject to diverse and flexible treatment in the modern economy. 


The very importance of that economic function has required that the 
operation and use of the system be scrutinized by the antitrust laws. Such 
inspection has never been wholly lacking since the adoption of the Sherman 
Act, but it is accurate to say that until a dozen years ago, its exercise was 
often cursory and limpid. 


The change in attitude toward the patent system was dramatic. The 
thirties brought with them a lingering depression which sponsored a lively 
investigation of our economy in general, and a special examination of the 
patent system. That system was ripe for a bush-beating, for, hidden beyond 
a jargon all its own, in a province guarded by practitioner-experts, it had 
previously presented a forbidding exterior. To the iconoclasts reared by 
the period this was less a challenge than an invitation. They were further 
encouraged by a folklore of patents nurtured on fanciful tales of the suppres- 
sion of revolutionary inventions and the award of patents to spurious inven- 
tors and by less fanciful reports of evil, large-scale, patent conspiracies. 
There existed, moreover, enough evidence of abuse of patents visible to the 
casual observer to lend a color of truth to the most sweeping and fantastic 
charges. To all of this a series of nation-rousing reports of patent machina- 
tions by international cartels, issued on the eve of war, was but a fitting 
climax. The general conviction that the policies of the antitrust laws should 
be vigorously enforced was thus given special impetus in the field of patents. 


This setting was short of ideal for a dispassionate appraisal of the re- 
lationship between the patent system and the antitrust laws. But out of 
the concentrated concern arose what today must be regarded as a revolution 
in that relationship. So abrupt and recent, in fact, were these changes, that 
the perspective of some observers seems not to have been affected at all. ** 


AREAS OF CONFLICT 


Before embarking on any field as complex and confused as that involv- 
ing the interrelationship of the patent system and the antitrust laws, it is well 
to dust off and refurbish a few basic fundamentals as to the precise nature 


* Cf. Stocking and Watkins, supra note 3; Thomas, supra note 3. 
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of the patent grant. This is, in itself, a surprisingly elusive concept; it is one 
without a precise grasp of which any true analysis of the problems is im- 
possible. So ancient are the concepts in this field that they come near to 
oblivion: their very antiquity has tended to obscure them, and this obscur- 
ity has, over a period of decades, resulted in a tangled maze of confusion 
where the rules should be clear. 

“The franchise which the patent grants, consists altogether in the right 
to exclude every one from making, using or vending, the thing patented, 
without the permission of the patentee. This is all he obtains by the 
patent.” *? These familiar words were formulated by Chief Justice Taney 
nearly 100 years ago. The corollary, which is less familiar but equally 
pertinent, is that “letters patent do not give the patentee any right to use 
the invention—they do not confer upon him a right to manufacture accord- 
ing to his invention. That is a right which he would have equally effectually 
if there were no letters patent at all... . What the letters patent confer is a 
right to exclude others from manufacturing in a particular way and using 
a particular invention.” ** 

It follows that when we speak of the patentee having the exclusive right 
to make, use, or vend we telescope together rights derived from two very 
distinct sources. ** The right to make, use, or to sell is a “natural” * or 

“primordial” ** right—conceded to him at common law—which the inven- 
tor has if he obtains no patent, and if there were no statutes; all that the 
patent statute accomplishes is to make the patentees’ pre-existing right 
exclusive. ? 

Courts and text-writers have consistently reiterated the substance of 
these propositions, but have frequently failed to comprehend the meaning 
and consequence of that to which they subscribe. 


RESTRICTIONS ON PURCHASERS 
An area in which confusion has frequently been manifest is that per- 


taining to the propriety of restrictions sought to be imposed by the patentee 
on those who purchase his products. ** An early line of lower court cases 


= Bloomer v. McQuewan, 14 How. 539, 548 (U.S. 1852). 

* Steers v. Rogers, [1893] A.C. 232 (Lord Herschel). 

*“T] Waker, Parents § 237. 

* In re Brosnahan, 18 Fed. 62 (W.D. Mo. 1883). 

* Grapney, ResrRarnrs oF Trape iN Parentep Articies 15 (1910). 

* Blount Manufacturing Co. v. Yale & Towne Manufacturing Co., 166 Fed. 555, 
558 (D. Mass. 1909). And see Il Warker, Patents § 237: “A patentee has two kinds of 
rights in his invention. He has a right to make, use, and sell specimens of the invented 
thing; and he has a right to prevent all other persons from doing either of those acts. 
Ihe first of these rights is wholly independent of the patent laws, while the second 
exists by virtue of those laws alone.” 

* GLADNEY, Op. cit. supra note 26. Our inquiry here concerns solely the question 
of restrictions sought to be imposed pursuant to the patent grant, the independent ques- 
tion of validity of the restrictions which a patentee-vendor may impose by contract 
is considered infra, p. 558 et seq. 
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permitted the patentee to impose restrictions in connection with the sale of 
patented articles, both as to the use of unpatented products in connection 
with the thing sold, and the price at which it might be resold. These re- 
strictions were supported by the theory that the patentee, having separable 
rights to make, use, or sell his patented articles, may part with the title to 
the article and still limit its use or its subsequent sale. These attempts were 
sustained for two decades commencing with the Button Fastener case in 
1896, ** and reached their zenith in 1911 in Henry v. Dick.*° There the 
Supreme Court upheld the tying of unpatented mimeograph supplies to a 
patented mimeograph machine. But at its next term the Supreme Court re- 
jected an effort to maintain resale prices on patented articles. *' Thereafter 
it remained only for the proper case to arise to permit the court, under the 
added impetus of the intervening passage of the Clayton Act *? to overrule 
the Dick case and reject for all time post-sale patent control of unpatented 
materials or resale prices. ** 


Thus it was long ago settled that tie-in provisions and resale price at- 
tempts were not to be condoned. ** But the precise rationale for the hold- 
ing is not clear, and it remains to inquire whether the restrictions fell because 
the sale of the patented article necessarily removes it beyond any further 
patent control—a thesis frequently expressed—or because those particular 
restraints are unreasonable and antisocial in themselves. The problem is im- 
portant insofar as its resolution will indicate the status of other types of 
limitations which the patentee might seek to impose. 


Let us return to patent fundamentals. The Supreme Court decisions 
centering on the problem of the nature of the patent right have been un- 
swerving in their character analysis of that elusive, incorporeal property. It 
is, they have ruled, a right to exclude which is altogether unrelated to the 
patentees’ own activities in making, using or selling the product of his in- 
vention—or indeed his refusal to do so. The right to do all of these is his 
independently of the patent protection. ** 


One writer has suggested “* that from these basic principles it follows 


“* Heaton-Peninsular Button-Fastener Co. v. Eureka Specialty Co., 77 Fed. 288 (6th 
Cir. 1896). 

“224 US. 1, 32 Sup. Cr. 364 (1912). 

“Bauer & Cie v. O'Donnell, 229 U.S. 1, 17, 33 Sup. Cr. 616, 620 (1913): “The 
right to vend conferred by the patent law has been exercised, and the added restriction 
is beyond the protection and purpose of the act. This being so, the case is brought 
within that line of cases in which this court from the beginning has held that a 
patentee who has parted with a patented machine by passing title to a purchaser has 
placed the article beyond the limits of the monopoly secured by the Patent Act.” 

* 38 Srar. 731 (1914), 15 U.S.C. § 14 (1946). 

“ Motion Picture Patents Co. v. Universal Film Manufacturing Co., 243 U.S. 502, 
37 Sup. Cr. 416 (1917). 

“ Motion Picture Patents Co. v. Universal Film Mfg. Co., 243 U.S. 502, 37 Sup. Cr. 
416 (1917); Bauer & Cie v. O'Donnell, 229 U.S. 1, 33 Sup. Cr. 616 (1913). 

* Patterson v. Kentucky, 97 U.S. 501 (1878). 

“ GLADNEY, Op. cit. supra note 26. 
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that when a patentee does manufacture and sell a patented article it carries 
with it the unlimited right to use that article to the fullest extent possible 
without any further limitation by the patentee. This principle has indeed 
been expressed by the Court in a number of cases: the Court has said that 
the patentee having received the full consideration for the article parts with 
the right further to restrict it; *’ that the product is no longer within the 
limits of the patent monopoly; ** that the purchaser of such an article from 
the patentee—or one authorized by him to sell it ** — holds that article free 
of all claims under the patent; that his right to use it is a right secured to him 
by common law which is altogether independent of and unrelated to the 
patent; *° and that he “acquires no right in the patent itself, and needs none 
to enable him to enjoy his acquisition.” ‘1 This thesis would suffice to sus- 
tain the ultimate Supreme Court holdings invalidating both attempts to tie 
in unpatented products and to control the resale price of patented articles. *? 


However, this same result would follow from a rule much less broadly 
and more logically based—that when the patentee sells a product in the ab- 
sence of a valid limitation, the article is free and clear of any further restric- 
tions. ** Since it is true that the right to make or use or sell a patented 
article does not derive from the patent grant but exists independently of it, ** 


* Hobbie v. Jennison, 149 U.S. 355 (1893); Adams v. Burke, 17 Wall. 453 (US. 
1873). 

* GLADNEY, Op. cit. supra note 26, at 90-91; Bloomer v. McQuewan, 14 How. 539 
(US. 1852). 

* Mitchell v. Hawley, 16 Wall. 544 (U.S. 1872); Keeler v. Standard Folding Bed 
Co., 157 U.S. 659 (1895); Chaffee v. Boston Belting Co., 22 How. 217 (US. 1859); 
Harshberger v. Tarrson, 87 F. Supp. 43 (N.D. Ill. 1949), aff'd 184 F.2d 628 (7th Cir. 
1950). 

“ Adams v. Burke, 17 Wall. 453 (U.S. 1873); Chaffee v. Boston Belting Co., supra 
note 39. 

“Wilder v. Kent, 15 Fed. 217, 219 (W.D. Pa. 1883); Bloomer v. McQuewan, 14 
How. 539, 549 (U.S. 1852): “The purchaser of the implement or machine . . . . in using 
it exercises no rights created by the act of Congress, nor does he derive title to it by 
virtue of the franchise or exclusive privilege granted to the patentee.” 

“See supra note 34. 

“Holiday v. Mattheson, 24 Fed. 185, 186 (S.D.N.Y. 1885): “When the owner of 
a patent sells the patented article under circumstances which imply that the purchaser is 
not to acquire an unqualified property in the thing purchased, as where a license accom- 
panies the transfer, the purchaser’s rights are limited to the extent of the monopoly 
granted to him.” (emphasis added) Cf. Mitchell v. Hawley, 16 Wall. 544, 548 (US. 
1872): “Sales of the kind may be made by the patentee with or without conditions . . .” 
Harshberger v. Tarrson, 184 F.2d 628 (7th Cir. 1950): “It was clear [in General Talk- 
ing Motion Pictures Corporation v. Western Electric Co.] that the non-exclusive 
licensee had violated the terms of his license by making unauthorized sales; consequently 
the goods were not free of the patent monopoly. But here the patentee had expressly 
authorized his exclusive licensee to manufacture, sell and dispose of razors embodying 
the patentable features, without restriction.” 

“ Supra, p. 552. 
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it should follow logically that the sale of an article carries with it no rights 
under the patent whatsoever except as the patentee may expressly or by im- 
plication grant them. ** Certainly to the extent that he expressly withholds 
any such rights, there is nothing inherent in the act of the sale of the product 
which would transfer a part of the patent property itself. The result reached 
in both the tying clause and the resale price cases is at least equally consistent 
with the proposition that reasonable limitations will preserve a portion of 
the patentees’ property despite the sale of a product. For license 
limitations as to tie-in and resale price fall in the category of restraints un- 
reasonable per se and are sufficient in themselves to merit rejection. *° 
Following this thesis the status of other limitations not in themselves un- 
reasonable—such as restrictions on use or territory—would remain for case 
by case examination, first, as to the patentees’ intent in disposing of his patent 
right or a portion of it, and second, as to the validity of any limitation on the 
patent right so conveyed. This would accord with the opinion of the court 
in Skee Ball Co. v. Cohen, ** where the patentee sold patented skee ball alleys, 
conveying title outright to the purchasers, but licensing the use of the device 
only within a prescribed area. The defendant bought an alley from one 
who had purchased it from the patentee and used it in violation of the re- 
striction. The court held that the restriction was valid and that the patentee 
was entitled to an injunction, distinguishing the tie-in and resale price re- 
striction cases. 

It will be observed that these cases are not concerned with the question 
as to whether, independently of his patent rights, a manufacturer selling 
patented goods may by contract impose upon his customers some limitations 
as to use. This possibility remains so long as the restriction is not unreason- 
able per se under the Sherman Act. It is somewhat encouraged by at least 
one case which sustained the validity of an agreement on the use of 


“Tl Ropinson, Patents § 824 (1890): “Not only may the patentee impose con- 
ditions, limiting the use of the patented article, upon bis grantees and express licensees, 
but any person having the right to sell may at the time of sale restrict the use of bis 
vendee within specific boundaries of time or place or method, and these will then be- 
come the measure of the implied license arising from the sale. But when the sale is un- 
conditional, as is the case in ordinary sales by authorized vendors in open market, the 
implied license gives to the purchaser and his vendees the unrestricted right to use the 
article unless such use infringes some other patent than the one by which the article 
itself has been protected.” (Emphasis added.) And see for the corresponding English 
rule TERRELL, Patents 273 (8th ed. 1934). Similar reasoning was employed by the court 
in Metropolitan Opera Assn., Inc. v. Wagner-Nichols Recorder Corp. 101 N.YS.2d 
483 (Sup. Ct. 1950). There the defendant was enjoined from recording the 
radio broadcasts of the Metropolitan Opera for commercial purposes, the court denying 
that such a broadcast “deprives the opera company of all its rights in the production 
and abandons the production to anyone to appropriate and exploit commercially . . .” 
“Chafee, Equitable Servitudes on Chattels, 41 Harv. L. Rev. 945, 1001-2 (1928). 


“286 Fed. 275 (E.D.N.Y. 1922). 
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unpatented chattels after sale, ** and by the Motion Picture Patents case *° 
which, in denouncing tie-in clauses as not within the scope of the patent 
grant, went on to suggest that the right to control use after sale may be a 
matter of contract and subject to general law. 


To permit such control after sale by contract rather than by definition 
of the patent grant reduces the reach of the control from all who are within 
the jurisdiction of the patent to merely those who may be found to be in 
privity with the contract. It does not, however, dispose of the underlying 
policy issues: the advisability—the public interest—in permitting such re- 
strictions to be imposed. 

It may well be that there is greater occasion to uphold such a limitation 
in cases other than those involving a patented product. In the latter case the 
manufacturer is already entitled to protection in the area of basic supply, 
and, facing limited competition, is peculiarly in the position to adjust the 
original selling price to compensate himself for any disadvantage. 

Compare, however, the case of recordings of artistic performances 
wherein there is no clear right to protection covering the distinctive style or 
characteristics of the performer. *° In such circumstances one who permits 
a performance to be recorded and the record to be placed on the market 
may discover, if he is not permitted to limit the use of the recordings, that 
his opportunities for employment and public performance are impaired. 
For if he is not allowed to distinguish between, for example, home use and 
commercial use, he will find that the home user market is destroyed by 
unrestrained commercial reproduction. Faced with this dilemma he may 
well prefer not to record at all. 


The courts have not yet finally determined whether the proposed re- 
strictions deserve their support.*' They have reflected a wholesome 
attitude in their approach, however, by looking to the reasonableness of the 
restriction in the circuinstances as the determinative element. The burden is 
properly placed on each vendor to show a valid and justifiable basis for the 


“ Meyer v. Estes, 164 Mass. 457, 41 N.E. 683 (1895). (There is was held reasonable 
fur a vendor of clectrotypes of a book to limit the vendee to use of them in illustrating 
other books, and not to sell them. As Chafee, supra note 46, at 995, points out, however, 
the article was one to be used in manufacturing rather than unproductively.) Cf. Ameri- 
can Cotton-Tie Co. v. Simmons, 106 US. 89, 1 Sup. Cr. 52 (1882). 

“ Motion Picture Patents Co. v. Universal Film Manufacturing Co., 243 U.S. 502, 
37 Sup. Cr. 416 (1917). 

“ But see Oppenheim, op. cit. supra note 3, at 635. 

Compare \W — v. WDAS Broadcasting Station, Inc., 327 Pa. 433, 194 Adi. 631 
— 51 Hanky. L. Rev. 71 (1938), 86 U. Pa. L. Rev. 217 (1937); Waring v. Dunlea, 26 
*, Supp. 338 (E.D.NC. 1999), and Fonotipia, Ltd. v. Bradley, 171 Fed. 951 (E.D.N.Y. 
i with RCA Manufactoring -_ v. Whiteman, 114 F.2d 86 (Qd Cir. 1940). See also 


Metropolitan Opera Assn., Inc. v. Wagner-Nichols Recorder Corp, 101 N.YS.2d 483 
Sup. Ct. 1950). 
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restraint and to overcome the obvious public interest in the absolute freeing 
of chattels from contractual inhibitions once a purchase price has been paid. 


LICENSE LIMITATIONS 

In considering the problems pertaining to limitations on licensees it is 
necessary again to return to basic principles to ascertain the character of a 
patent license. For just as the grant gives no more than the right to exclude, 
so a license under such a patent is but a waiver of that right to exclude. And 
as the patent gives no positive right to the patentee to make, use or sell his 
invention, so a license bestows no such positive right on the licensee. ** 
Rather it says to him—if you make or use or vend my invention I will not 
exercise my statutory right to sue you. ** 

Whether such a waiver—constituting as it does the converse of an 
exercise of the actual statutory right to exclude—is technically one of the 
“rights” conferred by a patent is not clear.** At best, this inquiry is 
academic since it has been settled for a century that in so waiving his right to 
exclude, the patentee may impose limits or conditions to the extent of the 
waiver. This was assumed consistently by courts before ** and has been ex- 
pressly held since the passage of the Sherman Act.** And while it is clear 


* This is frequently confused by the Courts. Cf. Adams v. Burke, 17 Wall. 453, 
456 (U.S. 1873): “The right to manufacture, the right to sell, and the right to use, are 
each substantive rights, and may be granted or conferred separately by the patentee.” 
And sce IT Waker, Patents $ 366. 

** DeForest Radio, Telephone and Telegraph Co. v. United States, 273 U.S. 256, 242, 
47 Sup. Ct. 366, 368 (1927). 

* That it is no part of the statutory grant, see GLADNEY, Op. cit. supra, at 48: “The 
Statute . . . says nothing about his right to permit others to make, or use, or sell: or 
about his right and power to contract. The right to contract, to use or not use, to make 
or not make, to sell or not sell, or to permit another to do any one or all of these 
things is an inalienable, primordial, bluod right, entirely beyond the reach of Congress 
either to grant or to deny.” And see Id. at 67. (Emphasis added) 

That a license does confer a portion of the patent grant see Cuartis, Parents § § 211. 
213 (4th ed. 1873). 

Gladney’s argument that the right to permit others to use his invention is a right 
that has always existed independently of patent law is weakened by the fact that the right 
to permit others so to make, use or sell arises only from a power in the first instance to 
exclude them, coupled with the right to waive that power. Cf. HotLann, JurispxUDENCE 
221 (10th ed. 1906) quoting Sir John Vaughan’s definition of a license: “A license passeth 
no interest, nor alters, or transfers property in anything, but only makes an action law- 
ful which without it had been unlawful.” (emphasis added) 

* Mitchell v. Hawley, 16 Wall. 544 (U.S. 1872). 

* Bement v. National Harrow Co., 186 U.S. 70, 22 Sup. Ct. 747 (1902); United 
Siates v. General Electric Co., 272 U.S. 476, 47 Sup. Cr. 192 (1926); General Talking 
Pictures v. Western Electric Co., 304 U.S. 175, 58 Sup. Cr. 849 (1938), on rehearing, 305 
US. 124, 59 Sup. Cr. 116 (1938); Automatic Radio Mfg. Co. v. Hazeltine Research, Inc., 
339 U.S. 827, 70 Sup. Cr. 894 (1950). 
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that the sanctions of the antitrust law do apply to license agreements, it is 
equally well settled that certain types of limitations are permissible which 
would not be sustained in the absence of a valid patent. *” 


The basic test which has been applied in these cases is whether or not 
the subject restriction is “within the scope of the patent grant.” Properly 
applied this divides into two fairly distinct groups the cases on the one hand 
where the medium of the patent license has been used to obtain or grant con- 
cessions outside the four walls of the patent protection itself, and those 
others wherein the license limitations pertain directly to the enjoyment of 
the right to make, use, or sell. It must not, however, be overlooked that in 
neither instance is this test decisive as to the legality of the arrangement. If 
the restriction is one which goes beyond the patent the next inquiry is 
whether it is of a sort which will transgress the edicts of the Sherman Act. 
This second inquiry has frequently been overlooked because some types of 
restrictions are considered per se illegal so that the courts’ work, upon clear- 
ing the first barrier, is done. ** 


If, on the other hand, the limitation falls completely within the patent’s 
boundaries the Court must still inquire into whether the conditions are “in 
their very nature illegal” *® or are “normally and reasonably adapted to 
secure pecuniary reward for the patentee’s monopoly.” The courts’ 
criteria here must needs be an evaluation of the policy expressed by the 
patent system of granting the maximum reward consistent with the counter- 
vailing policy of freedom from undue restraints. 


Necessarily such standards can be applied only on a case by case basis. 
Accordingly, the delineation of the appropriate rules has occurred only 
through a painstaking and painful exercise of the judicial process. 


LIMITATIONS OUTSIDE THE SCOPE OF THE 
PATENT GRANT 


Restrictions on the Licensor 


It is clear in principle that any restraint imposed through the medium 
of the license agreement upon the patentee himself is completely outside the 
protection of the patent. This would apply to any limitation on the 


" Infra, p. 561. 

“ Cf. Tie-in cases, infra, pp. 559-560. For the suggestion that there may be a doctrine 
of per se illegality for all cases where a patent has been abused, see note, Patent Abuses 
and Antitrust: The Per Se Rule, 64 Harv. L. Rev. 626 (1951). 

* Bement v. National Harrow Co., 186 US. 70, 22 Sup. Cr. 747 (1902). 

“ United States v. General Electric Co., 272 US. 476, 490, 47 Sup. Ct. 192, 197 
(1926). 
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patentee’s price, quantity, type of products, or territory. But the applica- 
tion of the rule is not always easy; for example, an exclusive license under 
a patent by definition excludes the whole world, including the patent owner 
himself, from the area delimited as the province of the license. Thus there is 
implicit in any such exclusive grant an “agreement” by the patentee not to 
practice that invention during the life of the patent nor to license others to 
do so. Yet exclusive licenses are proper: the limitation on the licensor is 
here but a corollary of and secondary to the grant of the license; accordingly 
the “exclusive” feature of the license does not take it out of the patent’s 
scope. 


“Tie-in” Cases 


One of the most emphatically established principles in the entire 
patent-antitrust arena is that a patentee may not require by license of any- 
one—whether he be a competing manufacturer, a customer, or an ultimate 
user—that he purchase unpatented goods ** for use with patented apparatus 
or processes. It is also, of course, invalid to attempt to achieve the same 
end by indirection, as by granting discriminatory royalty terms to those 
who buy the unpatented material. ** This rule has been evolved ** through 


“Where a patented article is involved see United States v. The Consolidated Car- 
Heating Co., V Trave Rec. Rep. (9th ed.) {| 62,656 (S.D.N.Y. 1950). But see Ethyl 
Gasoline Corp. v. United States, 309 U.S. 436, 60 Sup. Cr. 618 (1940). 

“Barber Asphalt Corp. v. La Fera Grecco Contracting Co., 116 F.2d 211 (3d Cir. 
1940). 

“It has been suggested recently that the line of decisions holding such tying pro- 
visions to be illegal without more are lineal descendents of the old forestalling cases 
wherein no test of reasonableness was permitted. Schueller, The New Antitrust Illegal- 
ity Per Se: Forestalling And Patent Misuse, 50 Cor. L. Rev. 170 (1950). But forestall- 
ing—which was in its essentials the crime of selling outside the licensed market area— 
is a very different crime, one more in the nature of violation of revenue or tariff laws 
designed for the purpose of insuring tribute to the crown. If anything the laws against 
forestalling were designed to protect statutory restrictions on trade in that they re- 
quired everyone to sell in the established market areas. It is more logical to conclude 
that the attempts to obtain profit from unpatented commodities sold for use in practice 
of a patent or in connection with a patented product have been judicially outlawed 
rather because of their close relationship to the tying clause practice and exclusive 
dealing arrangements. See International Salt Co. v. United States, 332 U.S. 392, 68 Sup. 
Cr. 12 (1947). And ef. Standard Oil Co. of California v. United States, 337 U.S. 293, 
69 Sup. Cr. 1051 (1949). See Automatic Radio Mfg. Co. v. Hazeltine Research, Inc. 339 
US. 827, 70 Sup. Cr. 894 (1950). It is an extension of the patent to create an ill 
restraint of competition. It is interesting to note that in the early cases in this field the 
tying of unpatented commodities was treated only as an extension of the patent grant 
which in itself was enough to debar a patentee from enforcing his patent, there was no 
reliance on the antitrust laws until the Mercoid case. See Wood, The Tangle of Mercoid 
Case Implications, 13 Geo. Wasn. L. Rev. 61, 64, 66 (1944). Since the desired restric- 
tions related expressly to commodities not covered by the patent there could be no 
contention that the right to control them was within the “scope of the patent grant.” 
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a long but consistent line of court decisions;"* it arises completely inde- 
pendently of the Clayton Act provision, which does not apply to patent 
license agreements. The Court’s conclusion in this area rests on the innate 
proposition that any attempt to control supplies of unpatented commodities 
through the exploitation of a patent is first, beyond the scope of the grant, 
and second, unreasonable in and of itself ** and so violative of both tests 
imposed in the licensing field. °° 

Any type of restriction which seeks to coerce the licensee as to his ac- 
tivities outside the scope of the patent is similarly beyond the protection of 
the statute. This would seem to be the clear rationale of the rule against 
unreasonably conditioning the grant of a license under one copyright or 
patent upon the acceptance of a license under another. “’ It applies also to 
the effort by a patentee to prohibit his licensee from producing or selling 
competing goods. “* 

The requirement that the licensee assign to the patentee any improve- 
ment patents acquired by the licensee during the life of the license is, al- 
though by definition related to the area of the patent, presumably beyond the 
patent’s scope. The Courts have, however, held it to be permissible, taken 
by itself, on the grounds that it is proper as part of the consideration for the 
grant of the license, and is not an unreasonable restraint violative of the anti- 
trust laws. °® 


“ Carbice Corp. v. American Patents Developments Corp., 283 U.S. 27, 51 Sup. Cr. 
334 (1931); Leitch Manufacturing Co. v. Barber Co., 302 US. 458, 58 Sup. Cr. 288 (1938); 
Ethy! Gasoline Corp. v. United States, 309 U.S. 436, 60 Sup. Cr. 618 (1940); Morton 
Salt Co. v. G. S. Suppiger Co., 314 U.S. 488, 62 Sup. Cr. 402 (1942); B. B. Chemical Co. 
v. Ellis, 314 U.S. 495, 62 Sup. Cr. 406 (1942); Mercoid Corp v. Mid-Continent Invest- 
ment Co., 320 U.S. 661, 64 Sup. Cr. 268 (1944). 

“See International Salt Co. v. United States, 332 U.S. 392, 68 Sup. Cr. 12 (1947). 
it has been pointed out that the manner in which the International Salt case is cited in 
United States v. Columbia Steel Co., 334 U.S. 495, 522, 68 Sup. Cr. 1107, 1121 (1948) 
suggests that all patent tying arrangements are illegal per se. Note, supra note 58, at 631. 
The same note contains an interesting analysis of cases in exploration and rejection of 
the thesis that all patent abuses are per se illegal. 

“ Supra, p. 558. 

“U.S. v. Paramount Pictures, 334 U.S. 131, 68 Sup. Cr. 915 (1948). That the same 
rule applies to patents see Automatic Radio v. Hazeltine, 339 U.S. 827, 830, 70 Sup. Ct. 
#94, 896 (1950): “These cases have condemned schemes . . . conditioning the granting 
of a license under one patent upon the acceptance of another and different license.” 

” United Shoe Machinery Corp. v. US., 258 US. 451, 42 Sup. Cr. 363 (1922); Mc- 
Cullough v. Kammerer Corp., 166 F.2d 759 (9th Cir. 1948), cert. denied, 335 U.S. 813, 69 
Sup. Cr. 30 (1948); National Lockwasher Co. v. Garrett, 137 F.2d 255 (3d Cir. 1943), 
RCA v. Lord, 28 F.2d 257 (3d Cir. 1928). And see Automatic Radio v. Hazeltine, 339 
US. 827, 70 Sup. Cr. 894 (1950). 

“ Transparent-Wrap Machine Corp. v. Stokes & Smith Co., 329 U.S. 637, 67 Sup. 
Cr. 610 (1947). Compare United States v. Aluminum Co. of America, 91 F. Supp. 333, 
410 (S.D.N.Y. 1950) where the court “concluded that the grant-back provisions, in the 
peculiar context of this industry, constitute a potential restraint of the restoration of 
lawful competitive conditions to such an extent as to require appropriate remedial ac- 
tion.” (Emphasis added). 
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Royalty Provisions 


The compensation which the patentee demands as consideration for the 
waiver of his right to exclude others is properly no part of the statutory 
right. Arrangements made for such remuneration are, therefore, beyond 
any “protection” of the patent laws, and must be measured entirely by anti- 
trust criteria. It is clear that royalties may be based on any mutually agreed 
standard which does not have the effect of restricting the sale of non- 
patented products.” ‘They may be expressed in a lump sum, fixed annual 
fee, or percentage basis. Specifically they may be based on a percentage 
of the licensee’s total sales, even though his production is in fact largely or 
entirely of non-patented products. ”’ 


LIMITATIONS WITHIN THE “SCOPE OF THE 
PATENT GRANT” 
The various license limitations which have been judicially approved as 
within the patent’s scope have been succinctly catalogued: * 

“This license may be for making, for using, or for selling, or for 
any combination of these rights. It may be limited territorially. It 
may be limited as to sizes and Capacities of the machine. It may limit 
the price at which the licensee sells the patented article. It may limit the 
quantity of the patented articles produced, or the place of produc- 
tion, or the territory in which sold, and it may limit the terms and 
conditions under which the patented article is sold.” 


The recent tendency of the courts, however, has been to scrutinize 
carefully each one of these limitations and to require full proof of its per- 
tinency to the patentee’s reward. Although none of these intra-patent 
limitations has been unqualifiedly banned, early cases sustaining them have 
in some instances been severely limited. 


LIMITATIONS ON PRICE 


The most dramatic illustration of this trend lies in the field of price 
fixing of the licensee. The General Electric case a quarter of a century 
ago asserted without equivocation that a manufacturing licensor might re- 
quire his licensee to sell at a price no lower than that at which he himself 


"Cf. United States v. U.S. Gypsum Co., 333 US. 364, 400, 68 Sup. Cr. 525, 544 
(1948) and see United States v. Aluminum Co. of America, 148 F.2d 416, 439 (2d Cir. 
1945) wherein royalties were to become due only if the license exceeded a fixed produc- 
tion figure. 

" Automatic Radio v. Hazeltine, 339 U.S. 827, 70 Sup. Cr. 894 (1950). This sus- 
tained a consistent line of lower court cases cited in the opinion. But compare United 
States v. Gypsum 340 U.S. 76, 71 Sup. Ct. 127 (1950). 

™ McCormack, Restrictive Patent Licenses and Restraint of Trade, 31 Cox. L. Rev. 
743 (1931). 
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sold.** The case remains on the books, but is most noteworthy for its lack 
of vitality. 

The precarious status of the General Electric case was best demonstrated 
in United States v. Line Material Co.* There four of eight judges expressed 
themselves in favor of overruling it. And Mr. Justice Reed in his opinion 
evidenced an intention to limit the rule of the earlier case according to its 
facts, rather than its spirit. 

Mr. Justice Douglas, without comment from his fellow justices, chose 
in a dictum in a more recent decision * to construe the holding of General 


"=“The patentee may make and grant a license to another to make and use the 
patented articles but withhold his right to sell them. The licensee in such a case acquires 
an interest in the articles made. He owns the material of them and may use them. But 
if he sells them he infringes the right of the patentee, and may be held for damages and 
enjoined. If the patentee goes further and licenses the selling of the articles, may he 
limit the selling by limiting the methods of sale and the price? We think he may do 
so provided the conditions of sale are normally and reasonably adapted to secure 
pecuniary reward for the patentee’s monopoly. One of the valuable elements of the 
exclusive right of a patentee is to acquire profit by the price at which the article is 
sold. The higher the price, the greater the profit, unless it is prohibitory. When the 
patentee licenses another to make and vend and retains the right to continue to make 
and vend on his own account, the price at which his licensee will sell will necessarily 
affect the price at which he can sell his own patented goods. It would seem entirely 
reasonable that he should say to the licensee, “Yes, you may make and sell articles under 
my patent but not so as to destroy the profit that I wish to obtain by making them and 
selling them myself.’ He does not thereby sell outright to the licensee the articles the 
latter may make and sell or vest absolute ownership in them. He restricts the property 
and interest the licensee has in the goods he makes and proposes to sell.” United States 
v. General Electric Company, 272 US. 476, 490, 47 Sup. Ct. 192, 197 (1926). This hold- 
ing followed that originally laid down in Bement v. National Harrow Co., 186 U.S. 70, 
22 Sup. Ct. 747 (1902). 

* 333 US. 287, 68 Sup. Cr. 550 (1948). The government attorney on reargument 
in Line Material has since confessed his lack of “inner conviction” of the justice of his 
cause, which depended somewhat on “the Gospel according to Thurman Arnold”. 
Wiener, Errective AppeLLATE Apvocacy 235-236 (1950). See Rall, Book Review, 36 
AB.A.J. 769 (1950). 

* United States v. Paramount Pictures, Inc., 334 U.S. 131, 68 Sup. Cr. 915 (1948). 
It should be noted that the problem there presented to the Court was totally different 
from that in the traditional patent licensing situation, since it was a case of a producer 
of motion pictures fixing the prices which his licensees, the exhibitors, might charge 
for admission. This situation is closer to a manufacturer seeking to fix the retail price 
of a commodity under a patent, rather than fixing the prices of those who compete with 
himself in its manufacture and sale, which is the situation involved in the patent 
license cases. The Government, however, would apparently rely not only on the 
Paramount, but also the Gypsum and Line Material cases to support the principle that 
price fixing of more than one licensee is illegal: “In [these] three cases decided by this 
Court since the General Talking Pictures case, it has been held that it is a misuse of 
patents or copyrights to use them as vehicles for restraint of competition among multi- 
ple licensees.” Brief for the United States as Amicus Curiae, Automatic Radio Mfg. 
Co., Inc. v. Hazeltine Research, Inc., 339 U.S. 827, 70 Sup. Cr. 894 (1950). However, 
in both Gypsum and Line Material is the manifest assumption that in the absence of the 
illegal conspiracy found by the Supreme Court the price fixing of a number of licensees 
would have been proper. Thus the Court in the latest Gypsum appeal, 340 US. 76, 71 
Sup. Ct. 127 (1950) asserted: “There was no holding in our first opinion in Gypsum 
that mere multiple licensing violated the Sherman Act.” 
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Electric to be applicable to only one licensee. This accords with the facts 
of General Electric, and perhaps even with a literal reading of its language, 
but it would not seem to be supported by its reasoning. ** The Court of 
Appeals for the Fourth Circuit thereafter ignored the Douglas construction 
and upheld the propriety of price-fixing of multiple licensees.*7 That its 
determination was proper—or, at least, not improper—would seem estab- 
lished by the second appeal in the Gypsum case."* There the Supreme 
Court vowed that it had not yet declared that the mere act of price fixing in 
multiple licenses was illegal. It went on to leave the issue in restless suspen- 
sion by treating the Gypsum case as one of acting in “concert” without 
giving any helpful definition of that term. 


Meanwhile restrictions on the rule have multiplied in other directions: 
its applicability has been challenged where more than one patentee is 
involved, *° where only part of the product is covered by patent claims, *° to 


** Compare the language of United States v. General Electric Company, supra note 
73. And compare the following: RestareMent, Contracts § 515, comment ¢ (12) 
(1932): “A, a proprietor of a patent, licenses C, D, and E to manufacture the 
patented article and to sell it for not less than a stated price. The condition of the 
license fixing the price is not illegal.” Ethyl Gasoline Corp. v. United States, 309 US. 
436, 456, 60 Sup. Cr. 618, 625 (1940): “He [the patentee] may grant licenses . . . re- 
stricted in point of space or time, or with any other restriction ...” (Emphasis added); 
Interstate Circuit v. United States, 306 US. 208, 228, 59 Sup. Cr. 467, 475 (1939): 
“Granted that each distributor . . . was free to impose the present restrictions upon his 
licensees ...” (Emphasis added) Cf. Mr. Justice Reed in United States v. Line Mate- 
rial Co., 333 U.S. 287, 311, 68 Sup. Cr. 550, 562 (1948): “Where two or more patentees 
with competitive, non-infringing patents combine them and fix prices . . . competition 
is impeded to a greater degree than where a single patentee fixes prices for his licensees.” 
Mr. Justice Douglas, id. at 315-6, 68 Sup Cr. at 565: “.. . it is a part of practical wisdom 
and good law not to permit United States v. General Electric Co. . . . to govern this 
situation, though if its premise be accepted, logic might make its application to this 
case [of ten licensees] wholly defensible.” (Emphasis added.) 

* Westinghouse Elec. Corp. v. Bulldog Electric Products Co., 179 F.2d 139, 143 
(4th Cir. 1950): “There is no reason, however, why he [the patentee] should be re- 
stricted to a price maintenance agreement with a single licensee, as argued by Bulldog, 
and the reasoning which permits licensing by grantees of patents and price maintenance 
provisions in maintenance contracts is clearly to the contrary. [Citing cases and quoting 
United States v. General Electric, 272 U.S. 476, 47 Sup. Cr. 192 (1926).] 

“The General Electric case was attacked in the Line Material case, but the Supreme 
Court did not overrule it and expressly declined to do so. We must accept it, therefore, 
as correctly stating the law; and, in the light of the law as there declared, there is no 
ground for holding Westinghouse precluded from maintaining an infringement suit 
because of the price maintenance provisions which it inserted in the licensing contracts 
relating to its AB breaker patents, as to which there was no combination with any 
other patentee.” And see, United States v. United States Gypsum, 67 F. Supp. 397, 431-2 
(D.C, Cir. 1946), reversed on other grounds, 333 U.S. 364, 68 Sup. Ct. 525 (1948). 

“ United States v. Gypsum 340 U.S. 76, 71 Sup. Cr. 127 (1950). 

” United States v. Line Material Co., 333 U.S. 287, 68 Sup. Crt. 550 (1948). 

“ United States v. Genera! Electric, 80 F. Supp. 989 (S.D.N.Y. 1948); contra, Gen- 
eral Electric v. Willeys Carbide Tool Co., 33 F.Supp. 969 (E.D. Mich. 1940). 
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unpatented products of a patented process, ** or where the patent is subse- 
quently found to be invalid. *? 


Some of these restrictions are obvious; others less so. But the net effect 
is so to limit the commercial utility of price restrictions while enhancing 
unpalatable legal consequences that their use is seriously discouraged. ** 


LIMITATIONS ON FIELD OF USE 


An area of the law which is today as provocative as that involving price 
restrictions is that pertaining to fields of use. The rule, as laid down in the 
General Talking Pictures case, is that limitations such as these are “reason- 
ably within the reward which the patentee by the grant of the patent is en- 
titled to secure.” ** In that case Western Electric Company had granted a 
number of licenses under its patents permitting the manufacture and sale of 
vacuum tube amplifiers for use only in the non-commercial field. One of 


“See Barber-Colman Co. v. National Tool Co., 136 F.2d 339 (6th Cir. 1943); 
Cummer-Graham Co. v. Straight Side Basket Corp. 142 F.2d 646 (5th Cir. 1944). 
Contra, Straight Side Basket v. Webster, 82 F.2d 245 (2d Cir. 1936); Ceramic Process 
Co. v. Cincinnati Advertising Products Co., 28 F.Supp. 794 (S.D. Ohio 1939), appeal 
dismissed, 116 F.2d 497 (6th Cir. 1940); United States v. Rohm & Haas, unreported 
charge to the jury (D.N.J. 1945). And see, United States v. Univis Lens Co., 316 US. 
241, 246, 62 Sup. Cr. 1088, 1091 (1942): the licensed patents “do not concern any method 
or process employed by the licensees . . . .” 

“Sola Electric Co. v. Jefferson Electric Co., 317 U.S. 173, 63 Sup. Cr. 172 (1942). 

“One of the consequences is that the licensee may challenge the validity of the 
patents. Katzinger Co. v. Chicago Metallic Manufacturing Co., 329 US. 394, 67 Sup. 
Ct. 416 (1947); MacGregor v. Westinghouse Electric and Manufacturing Co., 329 US. 
402, 67 Sup. Cr. 421 (1947); United States v. United States Gypsum Co., 333 U.S. 364, 68 
Sup. Ct. 525 (1948). Note however, that the rule which permits a price-fixed licensee to 
challenge the validity of the licensed patents is not available to one whose license is lim- 
ited as to use: “The general principle of the invalidity of price-fixing agreements may be 
invoked by the licensee of what purport to be valid patents to show in a suit for royalties 
that the patents are invalid. ... There is no showing that the licensing agreement here 
or the practices under it were a misuse of patents or contrary to public policy. This 
limited license for ‘home’ use production contains neither an express nor implied agree- 
ment to refrain from production for ‘commercial’ or any other use as part consideration 
for the license grant. The Katzinger and MacGregor cases are inapplicable. The gen- 
eral rule applies, and petitioner may not, in this suit, challenge the validity of the 
licensed patents.” Automatic Radio Manufacturing Co. v. Hazeltine Research, Inc., 
339 US. 827, 836, 70 Sup. Cr. 894, 899 (1950). 

“General Talking Pictures v. Western Electric Co., 304 U.S. 175, 58 Sup. Cr. 849 
(1938); on rehearing, 305 US. 124, 127, 59 Sup. Cr. 116, 117 (1938), Brandeis, J: “The 
practice of granting licenses for a restricted use is an old one, see Rubber Co. v. Good- 
year, 9 Wall. 788, 799, 800; Gamewell Fire-Alarm Telegraph Co. v. Brooklyn, 14 F. 255. 
So far as appears, its legality has never been questioned.” 

And cf. Hobbie v. Jennison, 149 U.S. 355 (1893) where the Court volunteered: 
“He {the patentee] can take care to bind every licensee or assignee, if he gives him 
the right to sell articles made under the patent, by imposing conditions which will 
prevent any other licensee or assignee from being interfered with.” 
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the license. Inasmuch as the sale and use of the device were both beyond 
the scope of the license, it was admittedly an infringing device—assuming 
the license limitation was valid. Mr. Justice Brandeis, speaking for the 
Supreme Court, held that the limitation was reasonably within the patentee’s 
reward. “Justices Black and Reed dissented on the ground that a patented 
article once sold and passed into the hands of the purchaser is no longer 
within the limits of the monopoly, citing the long line of cases which in- 
volved attempts to impose illegal restraints on purchasers of patented 
articles. *° The dissent made no distinction between unconditional sales 
made by the patentee or an authorized licensee—which free the article from 
restraint; and sales made in violation of valid license conditions—which 
have traditionally been held to be infringements of the patent. *’ For the 
licensee who acts beyond his license powers is an infringer to the same de- 
gree as one who acts wholly without a license. 


Despite the clarity of this proposition, the General Talking Pictures 
case continues to be cited as inconsistent with the “settled rule laid down 
the licensees made amplifiers for commercial use and sold them to the de- 
fendant who bought them knowing they were made and sold in violation of 


“See the comments of Commissioner Conway P. Coe submitted to the TNEC in 
1941; “The granting of licenses containing restrictions as to use is usually well within 
the public interest particularly with respect to inventions which have applications in 
different fields. 

“As an example, there may be mentioned the case of an inventor who developed 
a particular type of internal combustion engine after a great deal of experimental 
and development work. His company further developed the invention for use in 
stationary internal combustion engines which was their particular field. As soon as the 
interested public became aware of the value of the invention, a motor car company 
applied for and obtained a license to manufacture engines under the patent, the license 
being confined to automobile engines. A motorcycle company then applied for and 
obtained a license in the field of motorcycle engines. Another company, builders of 
marine motors, applied for and secured a license for using the invention in the marine 
motor field; many other special fields were developed and numerous separate licenses in 
those fields were granted. If nothing but a general license could have been issued by the 
original inventor and his company these various fields of use might have had to wait 
until the expiriation of the patent before the benefits of the invention could be fully 
utilized, because the company would have been unwilling to have others enter its 
specific field in which it was manufacturing under the patent. 

“Illustrations like this can be multiplied indefinitely. There is no valid reason why, 
if a patented invention is susceptible of use in various fields, the patent owner should be 
prohibited generally from granting restricted licenses to allow others to practice the in- 
vention in these different fields.” 14 TNEC Proc. 296, 298 (1941). 

* Supra, p. 552. 

* III Rosinson, Patents § 916. See Harshberger v. Tarrson, 184 F.2d 628 (7th Cir. 
1950). This confusion is echoed in the Brief Amicus Curiae, pp. 38-39 of the Depart- 
ment of Justice in Automatic Radio Mfg. Co. v. Hazeltine Research, Inc., 339 U.S. 827, 
70 Sup. Cr. 894 (1950): “. .. we think that the attempt to restrict the use of patented 
articles after they have been sold involves an extension of the patent monopoly which 
is against the public interest and is unwarranted by prior authority.” 
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by the Supreme Court .. . that when a patentee sells his patented product, 
it is no longer within the limits of the patent monopoly.” * 


The Department of Justice filed a brief amicus curiae in the Talking 
Pictures case urging that license limitations as to fields of use were improper. 
Despite the Court’s express rejection of that proposition, the Department 
made the same request in an Amicus brief in Automatic Radio Manufacturing 
Co. v. Hazeltine decided at the last term of the Court. *® Here Hazeltine 
had licensed Automatic Radio to use the Hazeltine patents in the manufac- 
ture and sale of certain types of radio equipment, with a provision that “the 
use in each case is limited to use in homes, use for educational purposes and 
private non-commercial use.” The licensee was required to mark all licensed 
apparatus with a notice containing the same limitation. % 


As a defense to Hazeltine’s suit for royalties Automatic asserted the 
illegality of those conditions. The Department of Justice urged that the 
General Talking Pictures case “is inconsistent with the main stream of de- 
cisions—both the cases preceding it and those which have been decided since 
—and should be re-examined ...”.°' Again the attack met with failure, the 
Supreme Court ruling that “There is no showing that the license agreement 
here or the practices under it were in misuse of patents or contrary to public 
policy. This limited license for ‘home’ use production contains neither an 
express nor implied agreement to refrain from production for commercial 
or any other use as part consideration for the license granted.” °* With this 


” Thomas, supra note 3, at 323-324. See also Bercson, op. cit. supra note 2: “Cer- 
tainly the rule that articles should be freed from restrictions at some point along the 
way is one that we cannot quarrel with. I may point out, however, that the doctrine 
has not been carried to its logical conclusion. ‘Thus, an article manufactured in an 
infringing manner, no matter how many hands it may pass through, is still an infringing 
article and the user of it may be sued for infringment.” 

” 339 U.S. 827, 70 Sup. Cr. 894 (1950) Brief for United States as Amicus Curiae, 
supra note 87, pp. 33-37. The Department has made other frontal assaults on the rule; 
see Brief for the Respondent. 

“Licensed by Hazeltine Corporation only for use in homes, for educational pur- 
poses, and for private, non-commercial use, under one or more of the following patents 
and under pending applications:’ followed by the word ‘Patent’ and the numbers of the 
patents which are, in the opinion of Licensor, involved in apparatus of the types licensed 
hereunder manufactured by one or more licensees of Licensor.” Automatic Radio 
Manufacturing Co. v. Hazeltine Research, 339 U.S. 827, 835, 70 Sup. Ct. 894, 898 (1950). 

” Supra note 87, 

“ An interesting corrollary problem is as to the assertibility of the patentee’s claim 
against various categories of purchasers of the device sold by the infringing licensee. 
In certain of its aspects this raises the question as to the validity and enforceability of 
restrictive use notices required to be attached to the licensee’s products. In neither 
the Talking Pictures nor the Hazeltine case did the Court find it necessary to pass on 
the question, since neither suit was directed against a purchaser alleged to be bound by 
such a notice. 

The Court in General Talking Pictures assumed that requiring the attachment of 
such a notice to the licensed products was not illegal, and left open the question of the 
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sentence the Court points up the distinction between a limited patent license 
and an agreement which limits the scope of competition between two 
competitors. 


OTHER LIMITATIONS WITHIN “THE SCOPE 
OF THE PATENT GRANT” 


Dealing generally with the remainder of the intra-patent license limita- 
tions, the only rule which seems to be deducible from the opinions is that 
in the absence of elements of conspiracy a limitation as to quantity, territory, 
time or quality which is within the confines of the patent is proper under 
both the patent laws and the antitrust laws. Any such limitation which goes 
beyond the scope of the patent in any sense would need to be justified on 
some basis other than the protection afforded by the patent law. Thus, 
while a limitation as to the territory in which a licensee may practice the 
invention is normally valid, it goes beyond the scope of the patent protection 
if it relates to a territory outside the geographical area protected by the 
patent. °° 


There is also the inherent risk that in any of these spheres the court 
may conclude that the license was conditioned not for the sake of reserving 
to the patentee his appropriate reward but rather for the conspiratorial pur- 
pose of restraining trade. It is, for example, easy to assert that a license 
limiting another to a certain area is part of an implied or express agreement 
that he will not compete outside that area in matters not within the patent. 
And the law is well settled that where any such device as a patent license is 
used as a tool in a conspiratorial design the existence of valid patents will 
constitute no protection. ** 


effect of the notice as applied to a purchaser “in the ordinary channels of trade”, 305 
US. 124, 127, 59 Sup. Ct. 116, 117 (1938). In the Hazeltine case the Court held that the 
question of legality was moot since the requirement had never been enforced. However, 
the First Circuit Court of Appeals, Automatic Radio Mfg. Co. v. Hazeltine Research, 
Inc., 176 F.2d 799, 803 (Ist Cir. 1949), whence that case had gone to the Supreme 
Court, decided in favor of its legality on the basis of General Talking Pictures v. 
Western Electric, and the same result was reached in Hazeltine Research v. Admiral 
Corporation, 183 F.2d 953 (7th Cir. 1950), decided after the Supreme Court decision. 
But none of these cases passes upon the enforceability of such a restrictive notice, the 
First Circuit Court noting in passing that “There may be circumstances under which a 
notice of restricted use would be inoperative and unenforceable as against subsequent 
purchasers .. .” Automatic Radio Manufacturing Co. v. Hazeltine Research, 176 F.2d 
799, 803 (Ist Cir. 1949). 

“United States v. Timken Roller Bearing Co., 83 F. Supp. 284, 313 (N.D. Ohio 
1949). 

“But cf. Automatic Radio Mfg. Co. v. Hazeltine Research, Inc., 339 US. 827, 
836, 70 Sup. Cr. 894, 899 (1950): “This limited license for ‘home’ production contains 
neither an express nor implied agreement to refrain from production for ‘commercial’ or 
any other use as part consideration for the license grant.” 
* Hartford-Empire Co. v. United States, 323 U.S. 386, 65 Sup. Cr. 373 (1945). 
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PATENTS AND THE “NEW” SHERMAN ACT 


But to consider the specific developments in such areas as price-fixing, 
use, or similar limitations is not to taste the full flavor of these times. The 
fact is that the cloistered status of the patent system of two decades ago has 
been shattered not only in its minutiae, but in its full sweep. The many de- 
tails, the various controverted legal issues, are but reflections of the new 
attitude toward patents. 

The antitrust laws have been a primary instrument of that attitude. 
Part of the current force of those laws results from the new role accorded 
inference in establishing intent or conspiracy under the Sherman Act. 

The antitrust laws, of course, ban combinations in restraint of trade, 
monopolization, and attempts to monopolize. The grossness of a conspira- 
torial meeting or of a notarized document has never been a prerequisite to 
the proof of a combination, or of an intent to monopolize. But the last 
decade has seen developments in this area which have virtually eliminated 
proof of specific intent as an element of violation. Hence it is entirely pos- 
sible that one can violate those laws unwittingly; the most acute conscience 
cannot be a guide. In such cases abidance with the Sherman Act has become 
rather an exercise in anagrams than a demonstration of social principles. 


In the first Gypsum appeal “* the Supreme Court indicated that the fact 
that several companies accepted similar license agreements from a patentee 
created a “strong inference” of conspiracy. The court gave its stamp of 
approval to somewhat similar inference from “parallel action” in Federal 
Trade Commission v. Cement Institute. ** 


Meanwhile there has been a marked tendency to find a monopoly or an 
attempt to monopolize wholly by reference to market effects, and to look 
upon intent as a mere incident to be implied. ** In consequence, the exercise 
of a superior bargaining power by a large competitor in a limited geograph- 
ical area is an illegal monopolization, where the exercise of the buying power 
results in the obtaining of a competitive advantage over smaller competi- 
tors.’ This was the ruling of a case in which the lower court was unable 
to find any conspiracy, any agreement in restraint of trade, or any attempt 


“ United States v. United States Gypsum Co., 333 U.S. 364, 68 Sup. Cr. §25 (1948). 

” 333 US. 683, 725, 68 Sup. Cr. 793, 815 (1948): “Fach of the respondents . . . 
sold some cement at prices determined by the basing point formula and governed by 
other base mills. Thus, all respondents to this extent adopted a discriminatory pricing 
system condemned by §2. As this in itself was evidence of the employment of the 
multiple basing point system by the respondents as a practice, rather than to meet ‘in- 
dividual competitive situation, we think the Federal Trade Commission correctly con- 
cluded that the use of this cement basing point system violated the Act.” (Emphasis 
added). 

* Compare American Tobacco Co. v. United States, 328 U.S. 781, 66 Sup. Cr. 1125 
(1946) with International Salt Co. v. United States, 332 U.S. 392, 68 Sup. Cr. 12 (1947). 

* United States v. Griffith, 334 U.S. 100, 68 Sup. Cr. 941 (1948). 
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to injure or eliminate competition. The Court has since reiterated that no 
proof of unreasonable, illegal, or unfair competitive activities is required 
to establish an illegal attempt to monopolize.'°° Moreover, the area of 
monopolization has been narrowed from the national scene to an aggregate 
of cities and on down to a single city. '"* 


This is not the appropriate place to quarrel with such principles as they 
have been applied in any given case. We are here concerned only with 
their impact on the patent system. And that impact has been serious. The 
interdependence of separate patents promotes and at times requires com- 
binations among patentees.*** And restrictions which might otherwise be 
invalid have long been accepted as a proper exercise of the patent mo- 
nopoly. '°* Thus the device of inference has a uniquely fertile area to culti- 
vate when applied to the patent field. It places in jeopardy patent programs 
previously considered valid and makes difficult the creation of new programs 
consistent both with the “New Sherman Act” '** and with the legitimate 
efforts of the patentee to exploit his property. 


At best such programs are not easy to devise. This becomes the more 
evident as we turn to consider some of the practical problems in patent pro- 
gramming raised by the demands and nuances of both the patent and anti- 
trust laws. 1° 


PRACTICAL PROBLEMS IN LICENSE PROGRAMMING 


The simplest expression of the patent system in action occurs when an 
inventor [or company] secures one patent, whether on an article or method, 
and proceeds to practice the invention exclusively, either selling the patented 
article or himself employing the process. Without legal inhibition he 
may, acting independently, elect not to practice the invention at all. Only 
slightly more complex is the licensing of the patent to others at such royal- 
ties as the patentee may choose to set. Some problems arise when the 
patentee for his own benefit—that is, in the absence of overtones of con- 
spiracy—and within the scope of his valid patent grant imposes accepted 
limitations on the licenses granted. 


” United States v. Columbia Steel Co., 334 U.S. 495, 68 Sup. Cr. 1107 (1948). A 
lower court, in Milgram v. Loew’s, Inc., 94 F. Supp. 415, 418 (S.D. Cal. 1950), has 
aptly summarized the totality of these developments in these words: “The burden of 
the prosecution in proving the conspiracy element in antitrust cases has been lightened 
and simplified to a marked degree... .” 

*" United States v. Paramount Pictures, Inc., 334 U.S. 131, 68 Sup. Cr. 915 (1948). 

™ Infra, p. 572 et seq. 

' Supra, p. 561 et seq. 

™ Rostow, The New Sherman Act: A Positive Instrument of Progress, 14 U. oF 
Cu. L. Rev. 567 (1947). 

* It should be emphasized that the following suggestions are not based on an inter- 
pretation of the requirements of the present law; rather they represent an effort to con- 
sider practical patent programs which will avoid any possible challenge of violation of 
either the letter or spirit of that law. 
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More difficult problems arise, however, when we depart from the sit- 
uation of the single patent into the realm of multiple patents. 


Such accumulations may be sponsored either by a single entity, be it an 
individual or a corporate organization, or by several entities acting in concert 
to develop what is commonly termed a patent pool. 


The accumulation by a single entity obviously is the result either of its 
own inventive efforts or of its acquisitions of patents from outsiders. The 
advisability of the course of conduct it pursues in regard to those patents 
depends in large measure first, on the type of patent involved, and second, on 
the manner in which and the purpose for which those patents were obtained. 


Patents taken out by an entity, usually a corporation, covering the in- 
ventions of its own employees fall automatically into two more or less 
distinct groups. 

The larger of these would include those patents taken out by com- 
panies on admittedly unimportant inventions for the sole purpose of “insur- 
ance”, that is—to secure protection against subsequent claims by others 
that it was they who first conceived and reduced to practice the invention 
involved. Any operating business which fails to pursue the end sought is not 
only acting against its own best interest, but against the public interest as 
w ell, for it ti failed to make a disclosure of an advance, however small, at 
the earliest possible moment. The necessity for thus obtaining “insurance” 
patents, however, may have been obviated by the effect of a Notice issued 
by the Commissioner of Patents.*°* It may now be possible for one who 
files a patent application on an unimportant invention to abandon it formally 
and thereby to make the abandoned application available as “prior art” cap- 
able of defeating any subsequent attempt by another to patent the same in- 
vention. By such a procedure the would-be patentee is saved the expense of 
processing trivial applications through the complicated Patent Office pro- 
cedure to obtain a virtually worthless document, and the Patent Office is 
left free to direct its strained energies elsewhere. Equally important, a com- 
pany avoids the necessity of obtaining a large numerical mass of patents 
which are never “used” in the sense that they are directly represented by 
products on the market. In consequence much of the matter making up 
spurious claims of patent suppression is avoided. 


Consistent with the new Patent Office procedure, those companies 
which have “insurance” patents still in existence might well consider de- 
claring to the public that such patents are available for licensing at reason- 
able—usually nominal—royalties. A very convenient means of making such 
an announcement is the Patent Office Register, which publishes the name, 
the number, and a brief description of each patent thus made available. 


** Notice of January 25, 1949 (619 O.G. Pat. Orr. 258). See also Notice of August 
7, 1949 (626 O.G. Part. Orr. 14). 
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The other category of patents comprises those which are useful im- 
mediately or which have a potential future value. Where a patent or patents 
have been issued to an entity which is actively exploiting them, there is 
neither legal nor moral obligation upon the entity to license others. The 
whole purpose of the patent system is being achieved. Nor, ordinarily, 
is there any legal need for the patentee to license such usable patents to 
others if he determines not to exploit them. Whether or not there is a moral 
obligation is a closer question. For, in an era of closely interrelated and in- 
terdependent technologies and industries, with perhaps many would-be 
inventors working simultaneously on the same problem, there is less con- 
viction behind the argument that a certain invention would not exist had 
not the patentee discovered it. It is fair and proper that the race should 
go to the swift; it does not follow that once victory is his, he should be free 
to adopt a dog-in-the-manger attitude, forcing the public to await the expira- 
tion of his patent before its benefits are available. Further, if the fact situa- 
tion supports an inference that unjustified patent suppression is occurring as 
a result of conspiratorial conduct and with the effect of an unreasonable 
restraint of trade, the antitrust laws may be available as a corrective. Of 
course, no obligation, legal or moral, rests upon the patentee to license a 
patent which has no immediate commercial application, but for which he 
anticipates a practical use in the indefinite future. Non-receptivity of the 
market and technological incompatability are among the reasons which 
serve to postpone the patentee’s expression of his invention in a tangible 
product. 


Where a patent is acquired from others rather than from the efforts 
of one’s own inventive program, it raises certain prima facie questions as to 
the purchaser’s policy in the exploitation of that patent. Where a patent 
is purchased outright from a competitor, there is always danger that the 
purchaser and scller may run into that matter of inference. For regardless 
of what may be the true purpose and intent lving behind any such sale and 
acquisition, there is the possibility that such a transaction will be subjected 
to a charge that the underlying motive was an agreement, express or implied, 
that the seller of the patent will permanently stay out of the business to 
which it pertains and leave it entirely to the acquiring company. Further- 
more, if the purchaser is already a leader in the field, the acquisition is open 
to the assertion that it is but another step in the direction of a monopoly, and 
hence subject to the reach of Section 2 of the Sherman Act. It may be 
advisable, therefore, to make a patent so acquired available to others at a 
reasonable royalty. This, in turn, would suggest that it is equally ad- 
vantageous for the acquiring company to accept a non-exclusive license in 
lieu of title to the patent. 

Purchases from independent inventors contain elements of both the 


owner-developed and the purchased-from-competitor patent situations. 
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There is no inference of agreement not to compete, of course, for the in- 
dependent inventor is not his competitor in trade, but given the necessary 
additional facts the allegation of an attempt to monopolize remains a possi- 
bility. Furthermore, if the purchaser elects not to use the patent in the 
foreseeable future, he might do well to make it available for licensing at a 
reasonable royalty, to avoid the charge of patent suppression. 


THE PATENT POOL AND ITS PRACTICAL PROBLEMS 


The development of a patent pool, whether by multiple cross licenses 

r by the more formal patent holding company, presents problems even 
more pressing than those raised by the accumulation of patents by a single 
self-contained entity. It involves inherently the aspect of inter-company co- 
operation, and since the days of Gary it ‘has been assumed that men who 
come to dinner remain to enjoy a conspiracy. In addition, the very use of 
the term “pool” has come into most serious public disrepute. Some writers, 
in fact, choose to look upon this term as synonymous with law violation. '°7 


The fact is that the patent pool is an essential device in our economy. 
The vast number of patents in existence, complicated as they are by their 
technological interdependence, and the fact that they are legally mutually 
exclusive, necessitates some means of exchanging or waiving the rights which 
they convey. This is especially true in the case of separately held patents, 
one of which is but an improvement of the other, the improved device can- 
not be made by either patentee without infringing the patent of the other. 
The patent pool or cross license achieves the required unity. It is the 
mechanism through which the welter of overlapped and confused patents, 
and especially those in a dominant-servient relationship, are passed to be 
woven into the single fabric necessary for their practical exploitation. In 
its fundamental form it is simply an agreement whereby the patent owners 
waive their mutual rights to prevent each other from making the complete 
improved product. To the extent that it is no more than this, the patent 
pool is certainly a positive factor in w orking toward an_ unrestricted 
cconomy. 


As so frequent in the “patent problem”, therefore, it is not the thing in 
itself which is bad; it is rather its abuse which is subject to censure. The 
patent interchange agreement is dangerous where it is used as a device to 
create patent freedom as to the members of the pools themselves but to 
exclude non-members from the use of any of the interchanged patents. 


*" See e.g. Vauctan, Tue Economics or Our Patent System 34 (1925); Rice, Re- 

xr, Pootwnc or Parents 1161, 1167 (1935); Statement of Representative Celler, Chair- 

man, House Committee on the Judiciary, August 10, 1950: “the following impediments 

to defense production will be closely watched and studied by the Subcommittee: Patent 

pooling, restrictive production and marketing agreements between American concerns, 
carte] arrangements .. .” 
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Similarly, interchange agreements can be contrary to the common good 
where they constitute no more than inter-corporate treaties carving out ex- 
clusive areas of an industry for each member company. It is in this area, of 
course, that patent combinations run into direct conflict with the Sherman 
Act. It is a wholesome fact that throughout the history of the antitrust 
laws restrictive combinations of patents have been recognized as being far 
beyond the scope of the protection afforded by the patent laws and alto- 
gether subject to the Sherman Act. Obviously, such factors as license limita- 
tions affecting price, territory, quantity, or field of use could be very 
material assets in the construction of an illegal empire. Where so used the 
traditional rules permitting such limitations wou!d be no protection whatso- 
ever, for any device, no matter how proper in and of itself, becomes im- 
proper when illegally used. 


Consistent with economic need, there can be and there is no objection 
to the creation of pools to which access is ready and in which the competi- 
tion of the members is not prevented by arbitrary restraints. Thus, in 
the case of pooling agreements advance provision might well be made for 
licensing of others on reasonable terms under the patents concerned. *** 
There is no objection to provisions for division of royalties so long as they 
do not constitute the equivalent of or provide a cloak for price control. ‘°° 
And, in the absence of other facts indicative of restraint of trade, the cen- 
tralized conduct of infringement suits is permissible. '*° 


The waiver of mutually obstructive patent road blocks by patent inter- 
change agreements is one of the essentials to progress in our highly integrated 
industrial economy. It must nonetheless be recognized that the device of the 
pool magnifies and sensitizes all the usual antitrust problems now inherent in 
patent administration; this is true because the pool presupposes a combina- 
tion of entities. Each situation must therefore be viewed in the light of the 


“ Lyophile-Cryochem Corp. v. Cutter Laboratories, 78 F.Supp. 903 (N.D. Cal. 
1948). Compare United States v. Besser Manufacturing F. Supp.—— (E.D. Mich. 
1951) wherein an “exclusive” license was granted to the two largest manufacturers in 
the field to which the patent applied, with power in the licensor to issue additional 
licenses only upon the joint consent of the licensees. The court held the license agree- 
ment invalid on the ground that it was illegal to provide that the licensees must jointly 
agree to the issuance of additional licenses. The court, while conceding the validity of 
an exclusive license to a single licensee, also challenged the propriety of issuing an ex- 
clusive license to the two largest manufacturers in a given field. 

Standard Oil Co. of Indiana v. United States, 283 U.S. 163, 51 Sup. Cr. 421 
(1931) reversing 33 F.2d 617 (ND. Ill. 1929); cf. United States v. General Instrument 
Corp., 87 F. Supp. 157 (D.N.J. 1949); Westinghouse Electric Corp. v. Bulldog Electric 
Products Co., 179 F.2d 139 (4th Cir. 1950). 

™ The infringement suit may be misused as an instrument of trade restraint. A 
most cautious survey of any given fact situation should precede its adoption by a central 
agency, lest it be inferred from frequent (and especially unsuccessful) prosecution 
of suits that a plan to monopolize is afoot. See United States v. General Instrument 
Corp., 87 F. Supp. 157 (D.N.J. 1949); United States v. General Electric Co., 82 F. Supp. 
753, 816-17 (D.N.J. 1949); [1 Waker, Parents, $ 408. 
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surrounding facts and in accordance with the best teachings of the rule of 
reason. 


PUBLIC WELFARE AND “EARNED DIFFERENTIAL 
ADVANTAGE” 

The patent limits during a seventeen vear period the competition which 
an inventor faces. This “earned differential adv antage” *" is accorded in the 
interests of promoting the public welfare. The antitrust laws inveigh 
against obstruction of the flow of commerce. This also is designed to foster 
and protect the public interest. 


Those who have used the presumed prerogatives of the patent system 
to regiment industries and obstruct competitive freedom have not only 
abused the constitutional purpose but have invited, inevitably, a critical re- 
examination of the philosophy, the propriety, and the province of the 
property right conveyed. The restrictionists have used this opportunity to 
mount their fundamental propositions that the patent is a monopoly excepted 
only by sufferance from the sanctions of the antitrust laws, and that the 
predominant public interest behind those laws requires that the patent ex- 
ception be narrowly and jealously confined. 


But the error inherent in this thesis is that it ignores the direct relation- 
ship between the private right of the patentee and the public interest which 
that right fosters. The question is not of the predominance of the public 
welfare, which is conceded, but only as to how best the public may be 
served. Our society is founded on the principle that the protection of 
private rights is in the public interest, '** and that those private rights must 
not be misused in derogation of the public welfare. 


The proper framing of the issue then is not one of choosing be- 
tween a strict or liberal interpretation of the patent prerogative; it is instead 
one of ascribing to the private rights the maximum measure consistent with 
their contribution to the public welfare. This asks a delicate balance; it is an 
objective inherent throughout a society in which the incentive to the better- 
ment of all is in the challenge, and the promise, to the individual. 


™ Oppenheiun, supra note 26, at 634. 
*? Id. at 616 

















PRICE DISCRIMINATION TO MEET 
COMPETTTION 


BY WILLIAM SIMON * 


SECTION 2(a) OF THE CLAYTON ACT, ? as amended in 1936 by the 
Robinson-Patman Act, * makes “price discrimination” in the sale (in inter- 
state commerce) of ‘ ‘goods of like grade and quality” unlawful whenever 
“the effect of such price discrimination may be substantially to lessen com- 
petition se « OF tO injure, destroy, or prevent competition ....” A pro- 
viso exempts lower prices which can be justified by provable cost savings 
because of quantities purchased. This section of the statute has been con- 


strued by the Supreme Court in five cases. * 


The statute is administered primarily by the Federal Trade Commis- 
sion, although the Department of Justice may also sue to enjoin violations 
and any customer or competitor of the seller, who claims to have been in- 
jured by an unlawful price discrimination, may sue for triple damages. The 
construction given the Act by the Commission has tended toward requiring 
sellers to have a uniform price to all customers, except for provable cost 
savings. 


The Morton Salt case has the practical effect of outlawing all quantity 
discounts to competing buyers which cannot be cost justified. * The glucose 


* WILLIAM SIMON. LL.B. 1935, Chicago-Kent College of Law; partner in 
Miller, Gorham, Wescott and Adams, Chicago, lilinois; General Counsel! 
to the Senate Interstate and Foreign Commerce Committee, Subcommit- 
tee on Trade Policies, 1948-1949; author of Geographic Pricing Prac- 
tices (Callaghan & Company 1950), “Competitive Freight Absorption 
and the Southwest” in Southwestern Legal Foundation 1950 Institute 
on Antitrust Laws (Matthew Bender and Co. 1950), “Meeting Price 
Competition Under Section 2 (b)” in A New Look at Antitrust En- 
forcement (Commerce Clearing House 1950), and various other ar- 
ticles on freight absorption and the antitrust laws. 


38 Srat. 730 (1914). 

49 Srar. 1526 (1936); 15 U.S.C. § 13 (1946). 

* Federal Trade Commission v. Cement Institute, 333 U.S. 683, 68 Sup. Cr. 793 
(1948); Federal Trade Commission v. Morton Salt Company, 334 US. 37, 68 Sup. Cr. 
822 (1948); Bruce’s Juices, Inc. v. American Can Company, 330 U.S. 743, 67 Sup. Cr. 
1015 (1947); Corn Products Refining Company v. Federal Trade Commission, 324 US. 
726, 65 Sup. Cr. 961 (1945); Federal Trade Commission v. A. E. Staley Manufacturing 
Company, 324 U.S. 746, 65 Sup. Cr. 971 (1945). 

‘Federal Trade Commission v. Morton Salt Company, 334 U.S. 37, 68 Sup. Cr. 

2 (1948). 
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and Cement Institute cases attacked geographic price differences. * And in 
the spark plug cases the Federal Trade Commission staff attacked functional 
price differences. They expressly contended that the sellers should be re- 
quired to have the same price to all their customers, whether retailers, whole- 
salers, warehouse distributors, or manufacturers purchasing for use in manu- 
facture, except for provable cost savings. ° 


Section 2(b) of the Robinson-Patman amendment to the Clayton Act 
provides, however, “that nothing herein contained shall prevent a seller re- 
butting the prima facie case {of price discrimination] by showing that his 
lower price . . . was made in good faith to meet an equally low price of a 


competitor . . .’7 This discussion deals primarily with the scope and ap- 


slication of that “good faith” proviso. 
} g } P 


The right of a seller to lower his price in good faith to meet the equally 
low price of a competitor in the sale of goods of like grade and quality is in 
reality the right to compete. For to deny a seller the right to meet his com- 
petitor’s lower price to his customer is in effect to deny him the right to 


‘Federal Trade Commission v. Cement Institute, 333 U.S. 683, 68 Sup. Ct. 793 
(1948); Corn Products Refining Company v. Federal Trade Commission 324 U.S. 726, 
65 Sup. Cr. 961 (1945); Federal Trade Commission v. A. E. Staley Manufacturing Com- 
pany, 324 US. 746, 65 Sup. Ct. 971 (1945). 


‘Electric Auto-Lite Company, 3 CCH Trape Rec. Rep. (9th ed.) | 14,110 (FTC 
1948); General Motors Corporation, 3 CCH Trane Rec. Rep. (9th ed.) 14,098 (FTC 
1948); Champion Spark Plug Company, FTC Docket No. 3977. In the oral argument in 
the Electric Auto-Lite case, FTC's attorney said (at pp. 30, 31, 51, 52): 

. it is the only fair inference, buttressed by the fact of just plain practicality, 
that the respondent has thereafter got to be restricted [after a finding of price dis- 
crimination] to those discriminations which are justified cost-wise. . 

“It is my contention, sir, as I will further develop here, that call discrimination 
what you will, whether Champion discriminations, Auto-Lite discriminations, func- 
tional discriminations, contract distributor discriminations, denominational dis- 
criminations, inter-denominational discriminations—there is only one class of 
discrimination under the Robinson-Patman Act, those discriminations that affect 
competition. .. . 

“If you settled each one of those three broad discriminations the way I have 
indicated, you wouldn’t have to worry about the dual function distributors, because 
the problem is solved. All the prices he gets are going to be justified by cost. 
You do not have to police him or do anything with him.” 

Those cases are now pending before the Commission where oral argument was had 
December 4, 5, and 6, 1950. See also oral argument before the Supreme Court in Stand- 
ard Oil Company v. Federal Trade Commission, Docket No. 107, October Term, 
argument October 9, 1950 (mimeographed transcript pp. 100-102) where the following 
colloquy occurred—Justice Black: “Do I understand now that your order contemplates 
that a person who buys at retail and has one little filling station in Detroit must pay 
the same price as the wholesaler who wholesales to other retail stations?” Mr. Cassedy 
(FTC counsel): “Your Honor, if there was ... no difference in the cost of sale or 
delivery of the quantity purchased, then regardless of whether it is a wholesaler or re- 
tailer, they would have to pay the same price.” 


"49 Srat. 1526 (1936); 15 U.S.C. § 13 (1946). 
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compete with that competitor. A 1941 report of the Federal Trade Com- 
mission, to a Congressional Committee, is in part: * 


“The right of self defense against competitive price attacks is as 
vital in a competitive economy as the right of self defense against per- 
sonal attack.” 


The construction of Section 2(b) of the Act was recently before the 
Supreme Court in Standard Oil Company v. Federal Trade Commission.” 
The Court there rejected the contentions of the Federal Trade Commission 
(contrary to its 1941 view) that the good faith proviso was inapplicable 
whenever there was a showing of actual injury to competition. Reversing a 
decision of the Court of Appeals for the Seventh Circuit, ° which had sus- 
tained the Commission, the Supreme Court held that the good faith meeting 
of a competitor’s equally low price was an absolute defense to a charge of 
price discrimination. 

The question of statutory construction, and the meaning of “good faith” 
are discussed later. 

The defense afforded a seller by Section 2(b), when he discriminates 
in price to meet competition, is pertinent only after the Commission has 
shown a discrimination in price with the resulting injury to competition pre- 
scribed in Section 2(a). It is therefore pertinent, preliminary to discussing 
what is “good faith” meeting of a competitor’s lower price, to consider what 
is price discrimination to meet competition and then the Commission’s view 
of the statutory injury to competition. 


WHAT IS PRICE DISCRIMINATION TO MEET 
COMPETITION? 

“Price” is generally regarded as the consideration which the buyer pays 
for the transfer of titie to goods at the point of delivery. In the Cement In- 
stitute case the Commission considered price as the seller’s “mill net return” 
(the amount that the buyer pays the seller, less the cost of transportation 
paid by the seller). But it now says that this was merely a “method of ex- 
position which took place in a context” in which the definition of price was 
not material. ‘' The Commission now says that price is the “consideration 
paid or agreed to be paid by a purchaser for any commodity.” 


*Woopen ann Wuirr, Report 139 (TNEC Monograph 42, 1941). 

*71 Sup. Cr. 240 (1951). 

“Standard Oil Company v. Federal Trade Commission, 173 F.2d 210 (7th Cir. 
1949). 

Notice to the Staff, by the Federal Trade Commission, re Geographic Pricing, 
3 CCH Trave Rec. Rep. (9th ed.) J 10,411 (1948). 

“Letter from the Federal Trade Commission to the Hon. Ed C. Johnson, 
November 20, 1950, printed as an appendix to a Report of the Senate Interstate and 
Foreign Commerce Committee, Sen. = 2627, 81st Cong. 2d Sess. (1950). 
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The Congress did not intend, in enacting the Robinson-Patman Act, to 
make every price difference a price discrimination. '* The Commission, 
however, considers that every difference in price is a discriminatory price if 
the buyer competes with other customers of the seller, or if the seller com- 
petes with other sellers for the buyer’s business. Thus, as a practical matter 
(in the absence of monopoly, where competition is eliminated) we may as- 
sume that every price difference may be regarded by the Commission as dis- 
criminatory. This view appears to be sustained by the Moss case “ and is 
supported by dicta in the Morton Salt case. 


Competition is a contest between two or more rivals for the business of 
a customer. Webster's New International Dictionary defines competition 
as, “seeking, or endeavoring to gain, what another is endeavoring to gain . 
at the same time . . . a contest between rivals; a match or trial between 


contestants.” '* In any such contest the right of a seller to meet the lower 
price of his competitors is of great importance. 


The Clayton Act of 1914 permitted a seller to lower his price to “meet 
competition.” This was construed to permit a seller to lower his price to 
meet the higher quality or even better service of a competitor. The Con- 
gress regarded this as a weakness in the old Act, which it restricted by the 
Robinson-Patman Amendment. The amended Act limits this right to mak- 
ing a lower price in good faith to “meet an equally low price of a 
competitor.” 


This discussion, therefore, deals with the extent to which a seller may 
charge different amounts of money to different buyers “in good faith to 
meet an equally low price of a competitor”, for the purpose of engaging in 
a bona fide competitive contest for the business of a buyer, even though an 
“injury to competition” results. 

The discussion, of course, does not include local predatory price cutting 
for the purpose of driving a competitor out of business, such as was involved 
in the Muller *° and Porto Rican Tobacco ™' cases. 


The extent to which a seller may lawfully “discriminate” in price to 
engage in good faith competition determines the legality of a substantial 
proportion of everyday business transactions. 


A few examples will illustrate the scope of the commerce involved. 


“See statement by Congressman Utterback, House Manager of the Conference 
Committee, on the Robinson Patman Act, that “Underlying the meaning of the word is 
the idea that some relationship exists between the parties which entitles them to equal 
treatment ..... ” 80 Conc. Rec. 9416 (1936). 

* Samuel H. Moss, Inc. v. Federal Trade Commission, 148 F.2d 378 (2d Cir. 1945). 

* Wesster’s New INTERNATIONAL Dictionary 545 (2d ed. 1949). 

**F. B. Muller and Company v. Federal Trade Commission, 142 F.2d 511 (6th Cir. 
1944). 

* Porto Rican American Tobacco Company v. American Tobacco Company, 30 
F.2d 234 (2d Cir. 1929). 
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National Sellers Meeting Local Prices 


A seller distributing nationally may have a uniform delivered price to 
all buyers wherever located. Ina particular section he may have local com- 
petitors who sell at lower prices. These lower local prices may be tempo- 
rary reductions by local sellers to drive the national competitor out of the 
area. Or they may result from local economic factors, such as excess local 
supplies of the product. The national seller may compete in that local mar- 
ket only by discriminating in price to meet competition. 


Competitive Freight Absorption 


Many heavy, homogeneous commodities are sold at f.o.b. mill prices. 
Producers in surplus production areas are frequently required to pay a part 
of the cost of transportation in order to sell their goods in desirable sales 
areas in which a competitor has an advantage freight-wise. This includes the 
legality of packers of canned milk in Wisconsin, cement producers in the 
Lehigh Valley, or corn derivatives manufacturers in southern Illinois, com- 
peting in Ohio, with more favorably located competitors, by paying a part 
of the cost of transportation on sales in that area to meet the lower delivered 
price of more favorably located competitors. 


Dual Methods of Distribution 


Many manufacturers sell only to wholesalers at the prevailing whole- 
saler price. Others sell only to retailers at the retailer price. While still others 
sell to both wholesalers and retailers. Those sellers must give the whole- 
saler a lower price in order that he may profitably resell to retailers. And, 
on sales to wholesalers, they must be able to meet the prices of their com- 
petitors who sell only to wholesalers. This requires those sellers to charge 
different prices to different customers, which the Federal Trade Commission 
says is price discrimination. 


Competing for Volume Buyer Business 


Manufacturers usually sell to both large and small buyers. There are 
some, however, who choose to sell only to a few large volume buyers. 
Dealing with only a few large accounts usually permits them to sell at lower 
prices. Competitors, who also sell to small buyers, can compete for that 
volume business only if permitted to lower their price in good faith to meet 
the equally low price of the competitor. The statute, of course, permits 
price differences based on costs savings resulting from quantity purchases. 
Frequently, however, one seller can justify greater cost savings on sales to a 
large buyer than can his competitor. The latter can compete with him only 
if permitted in good faith to meet his equally low price. 


Price discrimination to meet competition also includes a host of other 
competitive situations, from giving a chain store a lower price for bread to 
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in good faith meet competition from the buyer's own bakery, to painting a 
sign on the window of Joe’s Delicatessen because a competitor has offered 
to do so. Except as permitted by Section 2(b), these practices are all 
unlawful whenever the Commission finds they may result in an injury to 
compe tition. 


WHAT IS INJURY TO COMPETITION? 

In addition to the fact that an injury to competition is required for a 
prima facie case of unlawful price discrimination. it is pertinent to this dis- 
cussion for two additional reasons. It shows the effect upon Section 2(b) 
of the Commission’s view that the “good faith” defense is not available 
whenever there is an injury to competition. Further, it becomes apparent 
that, particularly as construed by the Federal Trade Commission, injury to 
competition is inevitable in actual good faith competition. 


The statute makes prima facie unlawful price discriminations “where 
the effect may be” to injure competition. In 1922, in the Magrane-Houston 
case, ** the Supreme Court construed ghe quoted phrase to mean that there 
was a “reasonable probability” of the statutory injury. But in 1948, in the 
Morton Salt case. it construed the phrase to mean “reasonable possibility” 
of the statutory injury. It is generally assumed that there may be a “rea- 
sonable possibility” of injury in almost any price discrimination. The Com- 
mission has since repudiated “reasonable possibility” and asserts it will adhere 
to the probability doctrine.’ In a more recent case there is an indication 
that even the Court has returned to the probability doctrine. *° 


The kev to the legality of all pricing under Section 2(a) of the 
Robinson-Patman amendment is injury to competition. Through giving the 
statute a construction which makes “injury to competition” synonymous 
with “injury to a competitor”, the Federal Trade Commission restricts com- 
petition to such an extent that the President's Council of Economic Advisers 
recently wrote: *? 


“The tendency toward soft competition has likewise been ex- 
hibited in the Robinson-Patman Act, which prohibits price making 
pol icies previously accepted as a legitimate features of hard rivalry for 
business. .. The philosophy of the Sherman Act appears to be yielding 
toa policy of ‘ethical competition’ which does not differentiate between 
the stabi! ity of the individual firm and the stability of the total 
economy. 


Standard Fashion Company v. Magrane-Houston Company, 258 U.S. 346, 42 Sup. 
Cr. 360 (1922). 

* See Jetter from FTC Chairman Mead to Senator Fd C. Johnson, August 14, 
1950, answer to question 9, printed as a Committee Print by Senate Interstate and Foreign 
Commerce Committee. 

“Standard Oil Company of California v. United States, 337 U.S. 293, 69 Sup. Cr. 
1051 (1949 

Purp Anxcat Report vo tHe Presipenr 1S (1948). 
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Those who advocate what the Council of Economic Advisers call soft 
competition, say that we cannot have competition without competitors and 
therefore the preservation of competition requires the preservation of each 
individual competitor. The Commission says that anything which deprives 
the public of the continuing opportunity of competition, from the several 
competitors in an industry, is an injury to competition. ** 


When an individual competitor finds vigorous competition too burden- 
some, and is forced out of business, the Commission considers that competi- 
tion has been injured. Adherents of “soft competition” say that vigorous 
competition will destroy itself in the end for one seller will ultimately put 
all his competitors out of business and achieve a monopoly. Theoretically 
that may be so, but it is directly contrary to the actual experience in 
American business. Vigorous competition has always been found to be in 
the public interest. And there cannot be vigorous competition without an 
injury to some competitors. 


The House Committee on the Judiciary has aptly stated: *° 
“In any competitive economy we cannot avoid injury to some of 
the competitors. The law does not, and under the free enterprise sys- 
tem it cannot, guarantee businessmen against loss. That businessmen 
lose money or even go bankrupt does not necessarily mean that com- 
petition has been injured. ... We cannot guarantee competitors against 
all injury. This can only be accomplished by prohibiting competition.’ 


The Federal Trade Commission has been a foremost advocate of “soft 
competition”. It seeks to keep all the contestants in the contest by supplying 
a “crutch” to the weak. This is done by requiring the consumer to pay high 
enough prices to keep the least efficient operator in business. 


Thus the Commission would compel conduct, under the Robinson- 
Patman Act, which the Sherman Act prohibits. This conflict in philosophy 
has resulted in open disagreement with the Department of Justice. During 
the oral argument of the Standard Oil case, Mr. Justice Jackson, appro- 
priately remarked: 


“The whole philosophy—what troubles me—the whole _phil- 
osophy of the Sherman Act is go out and compete, get business, fight 
for it. 

“Now, the whole philosophy we are asked to enforce here is that 
you really must not, you should let this business go and mot meet the 
competition. I have difficulty in knowing where we are with this, and 
[ should think the people w ho are trying to do business would find it 
much more troublesome than we do, for it does not trouble me but 
once a term, but it must trouble them every day.” 


* See FTC letter printed as an appendix to the Report of the Senate Interstate and 
Foreign Commerce Committee, Sen. Rep. 2627, 81st Cong., 2d Sess. 24 (1950). 
*HLR. Rep. No. 1422, 8ist Cong., Ist Sess. 5, 6 (1949). 
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An opinion actually issued by the Commission contains a finding 
that: 74 

“The competitive effects of respondent’s discriminatory prices on 
other manufacturers of controls are persuasively indicated by its own 
arguments that its discriminatory prices were made for the purpose of 
meeting competition. These arguments show that respondent’s dis- 
criminatory prices were made to retain the business of certain customers 
or to secure the business of others and that they were largely successful 
in doing so. To the extent that business is held by or diverted to re- 
spondent from its competitors by its discriminatory prices and unfair 
practices, competition has been adversely affected within the meaning 
of the law.” (Emphasis added.) 


Since all price differences are made either to retain present business or 
to get new business, the Commission finds an injury to competition in every 
price difference. A good description of this philosophy was given by a 
financial writer who wrote: 7° 

“The drift of this kind of interpretation is toward a static view of 
competition in which everybody is supposed to compete strenuously 
but nobody is to really get hurt. . . . It would make competition into a 
series in which home runs are encouraged but winning streaks are illegal 
and losing teams can sue for damages.” 


An article by Raymond Rodgers, Professor of Banking at New York 
University, entitled Dynamic Competition is an excellent economic treatise 
on competition. *° 


If the Commission is to join the forces fighting to protect a competitive 
economy, it must reverse its present course and give the word “competition” 
a vigorous interpretation. Otherwise its philosophy must be said to run 
counter to the Sherman Act and will inevitably result in destroying the 
Robinson-Patman Act. 


Little can be added to the statement, by Dr. John D. Clark, an economic 
adviser to the president, to a Congressional Committee that: 7" 


“All competitive effort is burdensome and harmful to those who 
cannot keep pace, but if we said it must stop short before it hurts any- 
one we would completely abandon the policy of competition.” 


As will be presently shown, the Commission’s construction of the good 
faith proviso would, in effect, have made it meaningless and thus prohibited 
vigorous competition. The nation’s adherence to a competitive economy, 


* Minneapolis-Honeywell Regulator Company, FTC Docket No. 4920, order to 
cease and desist, Jan. 14, 1948. Now pending on review, Court of Appeals for the 
Seventh Circuit, Docket No. 9584. 

*Fleming, Christian Science Monitor, July 21, 1949. 

** Rodgers, Dynamic Competition in Institute oN ANntiTRUstT Laws AND Price 
Recutations (Southwestern Legal Foundation 1950). 

* Hearings before the Subcommittee on Monopoly Power of the Committee on 
the Judiciary, 81st Cong., Ist Sess. Part 1, 113 (1949). 
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and the restraints on competition resulting from the Commission’s construc- 
tion of the Act, appear to have been a persuasive factor in the Supreme 
Court’s reversal of the Federal Trade Commission order in the Standard Oil 
case. 


In holding that a seller could lawfully lower his price in good faith to 
meet the lower price of a competitor, whenever the competitor threatens to 
deprive him of a customer, the Court said: 


“Actual competition, at least in this elemental form, is thus 
preserved.” ** 


Speaking for the majority, Mr. Justice Burton rejected the philosophy 
of the Commission after reaching the conclusion that: 


“The heart of our national economic policy long has been faith 
in the value of competition. In the Sherman and Clayton Acts, as well 
as in the Robinson-Patman Act, ‘Congress was dealing with competition, 
which it sought to protect, and monopoly, which it sought to 
prevent.’ ” *° 


The dissenting justices *° who sustained the Commission’s construction of 
the statute, expressly recognized the restraint on competition inherent in 
the view which they adopted. In the dissent, Mr. Justice Reed said: 


“Nondiscriminatory pricing tends to weaken competition in that a 
seller, while otherwise maintaining his prices, cannot meet his an- 
tagonist’s price to get a single order or customer.” ** 


The minority were of the opinion that the Congress had concluded that 
an even greater advantage would accrue by giving all buyers “equal access” 
to goods at the same price. The majority were unwilling, however, to at- 
tribute to the Congress the destruction of competition to so substantial an 
extent. They found: 


“We need not now reconcile, in its entirety, the economic theory 
which underlies the Robinson-Patman Act with that of the Sherman 
and Clayton Acts. 


“It is enough to say that Congress did not seek by the Robinson- 
Patman Act either to abolish competition or so radically to curtail it 
that a seller would have no substantial right of self-defense against a 
price raid by a competitor.” *? 


* Standard Oil Company v. Federal Trade Commission, 340 U.S. 231, 242, 71 Sup. 
Ct. 240, 246 (1951). 

* Standard Oil Company v. Federal Trade Commission, supra note 28, at 248, 71 
Sup. Ct. at 249. 

* The majority included Justices Burton, Frankfurter, Jackson, Douglas, and Clark. 
The minority were Justices Reed, Black and Chief Justice Vinson. Mr. Justice Minton, 
who as Circuit Judge wrote the opinion below, did not participate. 

* Standard Oil Company v. Federal Trade Commission, 340 U.S. 231, 253-254, 71 
Sup. Cr. 240, 251-252 (1951). 

* Standard Oil Company v. Federal Trade Commission, supra note 31, at 249, 71 
Sup. Ct. at 249. 
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While the Commission’s concept of injury to competition was not be- 
fore the Court, the tenor of the majority opinion seems inconsistent with the 
view that there is an injury to competition whenever one of the contestants 
to a competitive contest sustains an injury. 


THE CONSTRUCTION OF SECTION 2(b) 


In the Standard Oil case the Federal Trade Commission argued that the 
good faith proviso in Section 2(b) is wholly procedural and does not estab- 
lish a substantive defense. The Commission’s construction of the statute 
was that a prima facie case of unlawful price discrimination is made out by 
showing sales at different prices to competing buyers. Injury to competition 
was said to then be presumed. This view was sustained by the Moss case. ** 

A seller was said to be able to rebut that prima facie case by affirmatively 
establishing that he made his lower price in good faith to meet the equally 
low price of a competitor. However, in spite of that showing, the Com- 
mission argued that it could still enter an order prohibiting the price differ- 
ence by proving an actual injury to competition. 


The Commission’s argument was that the showing of good faith as 
permitted by the proviso does not “justify” a price discrimination but merely 
requires it to show the injury to competition which was initially assumed. 
This construction would virtually have the effect of erasing the proviso from 
the statute. 


The minority opinion of the Supreme Court sustains that construction, 
relying primarily on legislative history. They call attention to the fact (in 
a footnote) that it is not for the court or the Commission to determine the 
wisdom of that result. They concede, as shown above, that this construc- 
tion “tends to weaken competition.” But they find from the legislative 
history that Congress intended to, in effect, give every buyer the opportun- 
ity to purchase at the same price as his competitor. 


The majority of the Supreme Court found: 


“The proviso in § 2(b), as interpreted by the Commission, would 
not be available when there was or might be an injury to competition at 
a resale level. So interpreted, the proviso would have such little, if any, 
applicability as to be practically meaningless. We may, therefore, con- 
clude that Congress meant to permit the natural consequences to follow 
the seller’s action in meeting in good faith a lawful and equally low 
price of its competitor.” * 


* Samuel H. Moss, Inc. v. Federal Trade Commission, 148 F.2d 378 (2d Cir. 1945). 
“Standard Oil Company v. Federal Trade Commission, 340 U.S. 231, 250, 71 Sup. 
Cr. 241, 250 (1951). 
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The majority found conflicting evidence in the legislative history as to 
the intention of the Congress, and appears to have relied largely upon the 
plain language of the statute. The majority pointed out that a pro- 
vision in Section 2(a), beginning “nothing herein contained shall pre- 
vent”, exempted price differences justified by cost savings, while another 
provision in Section 2(a) beginning with the same phrase exempts price 
changes in response to changing market conditions. The Commission had 
conceded that such price differentials were “an absolute defense” to a charge 
of price discrimination. The “good faith” proviso was also preceded by the 
same quoted phrase. The majority said, “It is natural, therefore, to conclude 
that cach of these defenses is entitled to the same effect, without regard to 
whether there also appears an affirmative showing of actual or potential 
injury to competition... .” * 

While the majority found that the Robinson-Patman amendment 
“eliminates certain difficulties which arose under the original Clayton Act as 
to good faith competition”, it held that “none of these changes, however, 
cut into the actual core of the defense.” The Court continues: 

“That still consists of the provision that wherever a lawful lower 
price of a competitor threatens to deprive a seller of a customer, the 


seller, to retain that customer, may in good faith meet that lower 
price.” *° 


The majority noted the almost universal disagreement with the Com- 
mission’s construction of the Act. Reference is made to the opinions of the 
Department of Justice, attorneys in the Federal Trade Commission itself 
and a 1941 Federal Trade Commission Report to the Temporary National 
Economic Committee, that the good faith proviso in Section 2(b) presents 
an absolute defense to a charge of price discrimination. 


The question of law, as to whether the good faith proviso of Section 
2(b) is available as a full and absolute defense to a charge of price discrimina- 
tion, has been settled by this far reaching decision. The Court holds that it 
is an absolute defense to a charge of price discrimination when a seller shows 
that he made his lower price in good faith to meet a competitor’s equally 
low price. The question which remains to be decided is the meaning of 
“good faith”. On this question the Court appears to have reaffirmed the 
view it expressed in 1945 in the Staley case. ** 


* Standard Oil Company v. Federal Trade Commission, supra note 34, at 241, 71 
Sup. Cr. at 245. 

* Standard Oil Company v. Federal Trade Commission, supra note 34, at 242, 71 
Sup. Ct. at 245. 

* Federal Trade Commission v. A. E. Staley Manufacturing Company, 324 U.S. 746, 
65 Sup. Ct. 971 (1945). 
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WHAT IS GOOD FAITH MEETING OF A 
COMPETITOR’S LOWER PRICE? 


A consideration of “good faith” in the meeting of a competitor’s 
lower price presents three questions: Is the price being met an unlawful 
price? What is the frequency with which a lower price may be met either 
to retain a present customer or to compete for a new customer? And does 
actual competition require the seller to meet his competitor’s lower price? 


The Legality of the Competitors Price 


In the Staley case the court had held that a seller was not in good faith 
in adopting in its entirety the unlawful pricing system of a competitor. 
Staley had adopted all of the prices of Corn Products, both the higher and 
the lower, and the Corn Products system was an illegal one. 


The opinion in the Standard Oil case indicates that the “lawfulness” of 
the price being met will be regarded as a prime factor in the application 
of the good faith test. But it is clear that the court did not intend to impose 
any unreasonable burden on the seller. And the application of this test 
would seem to apply only where the competitor’s price was clearly unlawful. 


The Court said that in spite of the Robinson-Patman amendment the 
defense “still consists of the provision that whenever a lawful lower price” ** 
of a competitor threatens to take a customer, the seller may meet that price. 
And the court commented that “the discussion [in the Staley case] proceeds 
upon the assumption, applicable here, that if a competitor’s ‘lower price’ is 
a lawful individual price offered to any of the seller’s customers, then the 
seller is protected ....” *° 


While saying that a seller is within the protection of the statute in meet- 
ing a competitor’s lawful lower price, it is significant that the court re- 
frained from indicating, in any way, that the seller’s good faith required 
him to show affirmatively that his competitor’s price was in fact lawful. 


In a footnote, the Court referred to the Court of Appeals’ opinion in 
the Corn Products case, *° saying: 


“The Court of Appeals also indicated that, to sustain this defense, 
it must appear not only that the competitor’s lower price was met in 
good faith but that such price was lawful.” 


But the Supreme Court did not go that far and did not adopt the view 
which it said was “indicated” by the Court of Appeals. 


* Standard Oil Company v. Federal Trade Commission, 340 U.S. 231, 242, 71 Sup. 
Cr. 240, 245 (1951). 

* Standard Oil Company v. Federal Trade Commission, supra note 38, at 244, 71 
Sup. Cr. at 247. 

“Corn Products Refining Corporation v. Federal Trade Commission, 144 F.2d 211 
(7th Cir. 1944). 
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While the Supreme Court did hold that a lawful price could be met in 
good faith, and seems to find that an admittedly unlawful price cannot be 
met in good faith, it did not comment on the in-between area when the seller 
does not know, and cannot find out, whether or not his competitor’s price 
is lawful. This situation is particularly applicable to lower prices by com- 
petitors which purport to be justified by cost savings on quantity purchases. 
It is not possible to determine whether such prices are lawful except by an 
examination of the books of the seller making the lower price. And “com- 
petitors” do not, of course, make their books available to each other. 


In the Standard Oil case, the Court seems to have indicated its view of 
a seller’s right to compete in that situation by a quotation from its opinion 
in the Staley case that: 

“In appraising the evidence, the Commission recognized that the 
statute does not place an impossible burden upon sellers, but it empha- 
sized the good faith requirement of the statute, which places the burden 
of proving good faith on the seller, who has made the discriminatory 
prices.... 

“*... We agree with the Commission that the statute at least re- 
quires the seller, who has knowingly discriminated in price, to show the 
existence of facts which would lead a reasonable and prudent person to 
believe that the granting of a lower price would in fact meet the equally 
low price of a competitor. Nor was the Commission wrong in holding 
that respondents failed to meet this burden.’ 324 U.S. at 758, 759- 
760.” 42 


And the court also referred, in the Standard Oil case, to retaining a 
customer “by realistically meeting in good faith the price offered to that 
customer.” 

The test would seem to be, not whether the competitor’s price is ac- 
tually lawful, but whether a “reasonable man” could conclude that it was 
not unlawful. The competitor’s price should be presumed to be lawful in 
the absence of facts which would compel a “reasonable man” to conclude 
otherwise. The burden of raising the question of the illegality of the com- 
petitor’s price, and going forward with the evidence on that issue, must cer- 
tainly be with the Commission. A “realistic” view, certainly that required 
for effective competition, is that a seller is in good faith in meeting a com- 
petitor’s price which he does not know is unlawful and where there is no 
reason which would compel a reasonable and prudent businessman to con- 
clude that the price of his competitor is unlawful. 

To require the seller to prove affirmatively that his competitor’s price 
is in fact lawful (when he honestly does not know), would prevent the 
competition which the court made clear Congress intended to preserve. The 


“Standard Oil Company v. Federal Trade Commission, 340 U.S. 231, 246, 71 Sup. 
Ct. 240, 247 (1951). 
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seller must act in “good faith.” But when he does so, and is not compelled 
by the available facts to conclude that his competitor’s price is unlawful, he 
would appear to be within the protection of the statute. In fact, to require 
a seller to prove the legality of his competitor’s prices, including cost savings, 
would encourage, if not require, conduct which the Commission is prone to 
consider as conspiratorial. 

While, as noted above, a seller is apparently not in good faith in meet- 
ing an admittedly unlawful price, it should be noted that this gives a com- 
petitive advantage to the seller who is willing to run the risk of violating 
the law. When one seller chooses to gain business by admittedly unlawful 
price discriminations, a good argument can be made for permitting his com- 
petitors to meet that price until the first seller is stopped from doing so. 
This is particularly true under the Robinson-Patman Act where violations 
are frequent ** and interpretations of the law differ so widely. 


Frequency of Good Faith Competition to Retain Old or to Gain 
New Customers 


Sellers generally reduce their price, to meet the lower price of a com- 
petitor, either to retain present business or to gain new business. The Court 
refers to a seller meeting a competitor’s lower price “to retain that custom- 
er.” Again it talks about meeting a lower price “offered to any of the 
seller’s customers.” And there are also the statements about “realistically 
meeting in good faith the price offered to that customer”, and concerning 
the “right of self-defense against a price raid by a competitor.” 

The Court spoke about meeting the lower price of a competitor in 
terms of defensive conduct, to retain present business. But there is no rea- 
son to assume hostility by the Court toward doing so to gain the business of 
a new customer. Competition includes both the right to retain old customers 
and the opportunity to get new ones. If sellers were prevented from com- 
peting for new business there would be no competition. But, of course, a 
seller may not undercut his competitor’s price in either event. 


The Standard Oil case involved only the lower prices made by Standard 
to its four “jobber” customers in Detroit in order to retain their business. 
This may account for the Court’s failure to refer specifically to the good 
faith meeting of a competitor’s lower price for the purpose of getting new 
business. The seller’s good faith can not be affected by whether the 


“ An attorney testifying before the Senate Judiciary Committee, recently said: “I 
will say for the record that as counselor for national trade associations selling trade- 
marked articles, manufactured throughout the United States and sold in every depart- 
ment store in the United States, at this moment at least 75 percent of all of your leading 
merchants and manufacturers are in violation of the Robinson-Patman Act; wittingly or 
unwittingly, that is so.” Hearings before the Senate Committtee on the Judiciary on 
S. 1008, 81st Cong., Ist Sess. 15 (1949). 
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“customer” with respect to whom he meets the competitor’s lower price is 
his own customer or his competitor's customer. 


The Court did not discuss—presumably because it was not an issue in 
the case—the frequency with which a seller may in good faith meet his com- 
petitor’s lower price. There does not appear to be any more reason for 
limiting the frequency with which he may do so, than there is to limit the 
frequency with which businessmen may compete. 


As long as it is done independently, in the absence of conspiracy, a 
seller would seem to be permitted to meet his competitor’s lower prices as 
frequently and as regularly as competition requires. ** In fact the require- 
ments of the law as to competition would seem to encourage his doing so. 
Competition never becomes iniquitous no matter how often it is engaged in. 


When Competition Requires Meeting the Lower Price 


A seller is obviously not in good faith in meeting a competitor’s lower 
price, to a particular customer, when he is not required to do so in order to 
compete for that customer’s business. 


It does not appear that a seller is in “good faith” in giving the lower 
price to a buyer to whom the competitor’s lower price was not in fact avail- 
able. On the other hand, the‘seller certainly may in good faith give the 
lower price to all to whom the competitor’s lower price is actually available, 
whether or not the competitor has made a specific offer to each individual 
buver. ** 


Sellers conspiring to fix prices are obviously not competing and are not 
in good faith. A seller who lowers his price beyond the level required for 
good faith competition—for predatory purposes—is obviously not in good 
faith. Manufacturers of trade marked products, widely advertised and with 
a high consumer acceptance, may not be required for realistic competition 
to reduce their prices to the level of a new and unknown product with little 
or no consumer acceptance. 


The test is whether the seller must, and the extent to which he must, 
reduce his price to engage in a bona fide, realistic competitive contest to 
retain a present customer or to gain a new one. 


The statute speaks only of meeting “the equally low price” of a com- 
petitor. Certainly the law does not permit him to go below that price. But 
a seller who deviates from his established price to meet the lower price of a 
competitor is not always required, to compete realistically, to go all the way 
down to meet the competitor’s lower price. And in such case the law does 


“See FTC letter of Aug. 14, 1950, answer to question 5(a), supra note 15, which 
appears to be in accord. 

“See FTC letter of Nov. 20, 1950, supra note 18, at 23, which appears to be in 
accord. 
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not appear to permit him to do so, although it does appear to allow him to 
go part way—to the extent required to permit him to compete. In the 
Standard Oil case the Court assumed that the statute permitted a partial meet- 
ing of the competitor’s price when it said Standard’s prices “merely ap- 
proached or matched, and did not undercut” competitor’s prices. 


Assume that the public is accustomed to paying, and will pay, ten cents 
more for a widely advertised product than for like goods of competitors 
without equal consumer acceptance. If the seller of an unknown brand re- 
duces his price in a particular market, the brand-name seller in all probability 
would not be in good faith if he reduced his price to the level of the com- 
petitor’s price. Competition would not require him to go below that ten 
cent differential. The safest course for the seller seems to be to maintain 
that differential and to reduce his price to ten cents above the competitor’s 
lower price. 

While “good faith” may not be a precise word of art, there is no reason 
for the Commission to have difficulty—or to cause difficulties for business- 
men—in applying the term to meeting a competitor’s lower price. It has 
only to look to the underlying philosophy running throughout the Court’s 
opinion in the Standard Oil case. Competition seems to be the key word in 
the opinion, as to which the court has used the adjective “realistic”. The 
Court was not concerned by the fact that good faith competition might in- 
jure some of the competitors. It was concerned with protecting competition. 


It may well be expected that the Federal Trade Commission staff will 
urge the Commission to avoid the far reaching effect of the Standard Oil 
case by adopting a narrow construction of “good faith.” Those who be- 
lieve in a competitive economy must hope that the Commission will not be 
persuaded. 

Pending Legislation 

There are now two bills pending before the Congress which would 
amend Section 2 of the Clayton Act to conform the statute to the construc- 
tion given the present law by the Supreme Court in the Standard Oil case. 
They are S. 719 (introduced January 29, 1951 by Senators McCarran, John- 


son of Colorade, O’Conor, Wherry, Capehart and Bricker) and H.R. 2820 
(introduced February 22, 1951 by Congressman Walter). 


THE STANDARD OIL CASE 


The Commission did not make a finding as to whether Standard acted 
in good faith on the ground that the showing of an actual injury to com- 
petition made it immaterial whether Standard had acted in good faith. 
Holding that the good faith proviso granted an absolute defense, the Court 
remanded the cause to the Commission for a finding on good faith. 
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The Standard Oil case involved sales during 1936-1940 to four tank 
car buyers in Detroit at 14¢ a gallon below the price charged to 358 tank 
wagon buyers in Detroit. The tank car buyers, called “jobbers”, purchased 
in large quantities delivered—usually in railroad tank cars—to their own 
bulk storage plants. They performed the functions of distribution, includ- 
ing making deliveries in truck quantities to retail stations—either their own 
or those of their customers. The tank wagon buyer is an individual retailer 
who buys in small quantities delivered to his retail station by truck. 


Each of the tank car buyers, at some time or other, had sold at re- 
tail. Two resold only at the prevailing wholesale or retail prices, while the 
other two reduced their prices, in varying degrees, below the prevailing 
prices. The Court was of the view that it did not make a difference in its 
decision of the case, whether or not those buyers were classified as 
“jobbers”, *° for the issue was the good faith meeting of a competitor’s lower 
price to those customers. 


The court pointed out, however, that the trial examiner had made find- 
ings as to good faith and noted that contrary to the situation in the Corn 
Products and Staley cases: 


“In contrast to that factual situation, the trial examiner for the 
Commission in the instant case has found the necessary facts to sustain 
the seller’s defense (see note 7, supra), and yet the Commission refuses, 
as a matter of law, to give them consideration.” ** 


The court also noted that the trial examiner had found that Standard’s 
lower price to the jobbers was “granted to meet equally low prices offered 
by competitors on branded gasoline of comparable grade and quality.” 


The trial examiner had also found that each of the jobber customers 
possessed all the qualifications for a jobber under the generally understood 
meaning of the term in the oil industry, the definition of the term “ap- 
proved” by the Federal Trade Commission, and the seller’s own standards. 


The Court of Appeals found, “there is substantial evidence in this 
record, and we think it may be assumed to be conclusive, to the affect that 
[Standard] made its low price to [the jobber customers] in good faith to 
meet the lower price of a competitor.” *7 


“In the oral arguments FTC’s attorney expressly stated that the Robinson-Patman 
Act did not permit selling at different prices to wholesalers than were charged retailers, 
except for cost savings. See transcript oral argument, Oct. 9, 1950, pp. 93-102; the same 
view is urged by the FTC staff in the “spark plug” cases now before the Commission, 
supra note 6. 

“Standard Oil Company v. Federal Trade Commission, 340 U.S. 231, 243, note 9, 
71 Sup. Cr. 240, 246, note 9 (1951). 

“Standard Oil Company v. Federal Trade Commission, 173 F.2d 210, 213 (7th Cir. 
1949). 
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The Standard Oil case resulted from complaints of retail gasoline dealers 
who later intervened in the case to support the Commission’s order. ** They 
oppose price cutting at the retail level. At least some gasoline retailers seek 
to avoid competition which they find burdensome by agreeing to fix resale 
prices. One of the affiliated retailer groups supporting the Federal Trade 
Commission order was recently convicted of conspiracy to fix resale 
prices. ** 

A professor of economics at Massachusetts Institute of Technology 
describes, °° “FTC's concepts of competition in the Indiana Standard” case 
as adhering to the view that sellers should not be permitted to “cut the prices 
so far as to drive anybody out of business” except for the “fellow that sits on 
his seat and is too lazy to work.” 


This is certainly a departure from the philosophy expressed by Wood- 
row Wilson when he said that he, “took off his hat to the businessman who 
by selling more at lower prices and by improving the quality of his product 
was able to run his competitors out of business.” ** ‘ 


“96 Conc. Rec. 9560 (June 28, 1950). 

“State v. Retail Gasoline Dealer’s Association of Milwaukee, 256 Wis. 537, 41 
N.W.2d 637 (1950). See also Spencer v. Sun Oil Company, 94 F. Supp. 408 (D. Conn. 
1950). 

* Adelman, /mtegration and Antitrust Policy, 63 Harv. L. Rev. 27, 68-70 (1949). 
* Campaign speech printed in the New Freedom. 








PROCEDURE IN ANTITRUST 
INVESTIGATIONS 


BY ROBERT A. NITSCHKE * 


WITH THE INCREASED TEMPO OF ENFORCEMENT during the 
past ten years, antitrust investigations have become a regular part of the 
American business scene. During the ten years from 1940 to 1950, 549 cases 
were filed—more than were filed in the entire fifty years preceding.‘ In 
1935 there were 42 lawyers in the Antitrust Division; * in 1949 there were 
over 300.* In no year since 1939 have there been less than one hundred 
major investigations undertaken. ‘ 


For some companies, investigations by the Antitrust Division have been 
virtually unceasing * and there are few industries without acquaintance with 
the request to search files or the subpoena duces tecum. A major investi- 
gation may take two years or more to develop and complete, consuming the 
time and energies of great numbers of persons, both in the Government and 
in the companies under investigation. 


Because the investigatory tools of the Antitrust Division are principally 
derived from the field of criminal law, their application to businessmen and 
corporate activities has produced many special procedural practices and 
problems, some of which are not always too familiar to lawyers whose 
business clients otherwise have little occasion to deal with the FBI or to 
testify before federal grand juries. 


Despite the frequent need for its application, the law and practice rela- 
tive to antitrust investigations is obscure at many points, and except for a 


* ROBERT A. NITSCHKE. B.A. 1936, Western Reserve University; LL.B. 
1939, Yale Law School; Attorney, General Counsels office, General 
Motors Corporation; formerly attorney in the Antitrust Division of the 
Department of Justice, and subsequently a Special Assistant to the At- 
torney General and Chief of the Patents and Cartel Section. 


* Asst. Att'y Gen. Herbert A. Bergson, Hearings before the Monopoly Power Sub- 
committee on the Judiciary, 81st Cong., 2d Sess., Part III, 47 (1950). 

*HaMitton, Antitrust rn Action 42 (TNEC Monograph 16, 1941). 

* Att'y Gen. Tom C. Clark, Hearings, supra note 1, Part I, 78. 

‘Rep. Art’y Gen. 67 (1938) (59 investigations); Rep. Arr’y Gen. 37 (1939) (90 in- 
vestigations); Rev. Arr’y Gen. 52 (1940) (215 investigations); Rep. Arr’y Gen. 62 (1941) 
(180 investigations) ; Rep. Arr’y Gen. 15 (1943) (152 investigations); Rep. Art’y Gen. 21 
(1946) (242 investigations); Rep. Arr’y Gen. 24 (1947) (163 investigations). 

* E.g. Petition of Borden Co., 75 F. Supp. 857 (N.D. Ill. 1948). 
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comprehensive series of articles written by members of the Antitrust staff 
in 1940° has been the subject of relatively little study. The discussion 
which follows is designed to describe step by step the practice and proce- 
dures in antitrust investigations which have developed in the past decade, 
with a consideration of the authorities, judicial and statutory, which throw 
light on some of the problems encountered. Wherever possible, unreported 
opinions or orders covering interesting or important points have been 
included. 


HOW INVESTIGATIONS START 


The Antitrust Division operates through its staff of attorneys, econo- 
mists, and experts located in twelve field offices throughout the United 
States," and it has headquarters on the third floor of the Department of 
Justice Building, Washington, D. C. 


Cases have their origin either in complaints from consumers or busi- 
nessmen * or in investigatory programs undertaken by the Division in fields 
where violations are believed particularly prevalent or serious, e.g., the hous- 
ing and food drives before World War II,° high prices in food, clothing, 
and housing since the war,’ and the patent,‘ cartel ** and divestiture ** 
programs. Sometimes special sections within the Division are established 
to handle these programs. * 


Whatever the origin, the complaint or lead is first assigned to an at- 
torney or attorneys for preliminary investigation. ** This may involve one 
or more of the following steps: 


* Tue SHerMAN Antitrust Act anp Its Enrorcement, a Symposium by Asst. Att’y 
Gen. Arnold and staff members, Antitrust Division, United States Department of Justice, 
7 Law anp Contemp. Pros, 1-156 (1940). 

"Philadelphia, Jacksonville, Kansas City, Detroit, Boston, New York, Cleveland, 
Chicago, Denver, Los Angeles, San Francisco, and Seattle. Rep. Atr’y Gen. 19 (1949). 

*In the year 1940, the Antitrust Division received 3,412 complaints. Rep. Atr’y Gen. 
52 (1940). Officials of the Antitrust Division have frequently stated that the source 
of most of their cases is complaints. Hodges, The Work of the Complaints Section of 
the Antitrust Division, 7 Law ann Contemp. Pros. 90, 93 (1940). Rep. of Dept. of 
Justice to Monopoly Subcommittee of House Committee on Small Business, Staff Re- 
port, United States vs. Economic Concentration and Monopoly 254 (1946) (that 90 per 
cent of cases arise from complaints). 

*Rep. of Dept. of Justice, supra note 8, at 240. 

* Dept. of Justice Press Release, Aug. 12, 1947. 

™ Rep. Arr’y Gen. 10 (1942); Rep. Atr’y Gen. 20 (1944). 

* Rep. Att’y Gen. 9 (1942) Rep. Atr’y Gen. 23 (1944). 

* Dept. of Justice Press Release, Nov. 11, 1944. 

“Rep. Art’y Gen. 61 (1941) (agricultural unit); Rep. Arr’y Gen. 8 (1947) (merger 
unit); Rep. Arr’y Gen. 21 (1946). 

* Terrel, Processes in the Investigation of Complaints, 7 Law anv Contemp. Pros. 
99-103 (1940). 
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Further interviews or correspondence with the complainant as to the 
practices considered to be unlawful; 


Location of other persons who might be involved in similar restraints; 


Interviews by agents of the FBI of other persons similarly situated to 
check the leads obtained; and 


Preparation of an economic study by the Economic Section of the 


Division on the structure and competitive situation of the industry and 
the companies involved. 


Businessmen are often unaware of the extensive sources of information 
available to the Department of Justice. Financial manuals, papers, and trade 
journals contain considerable information as to particular contracts and ar- 
rangements between companies as well as general trade practices. From 
files of other Government agencies may be obtained material supplied by 
the companies themselves, such as reports to the Securities and Exchange 
Commission, the Federal Trade Commission, and the Bureau of Internal 
Revenue, while departmental files covering earlier investigations extending 
back twenty-five years or more frequently contain a record of disturbances 
common to the industry. ** 


If the preliminary investigation results in a recommendation to proceed 
further, the investigation takes on a different character, namely, the seeking 
and obtaining of specific evidence of violation sufficient to warrant bring- 
ing suit.*7 A staff is usually assigned to handle the matter, and a decision 
made whether to secure information by voluntary methods, or by grand 
jury proceedings, or by a combination of both. 


VOLUNTARY PROCEDURES 


Probably most of the Antitrust Division’s investigational activities are 
conducted on a voluntary basis. Sometimes letters are written seeking ex- 
planation of activities complained of, '* requesting information as to policies 
and practices, or seeking the compilation of statistical data. Most often the 
investigation proceeds by interviews or by file searches, the latter being of 


* Id. at 100-101. 

““The character of the investigation is determined by the Division’s obligation to 
prosecute. Data are collected, files are examined, witnesses are interviewed, trade prac- 
tices are reviewed, industrial structure is torn apart—all to the good end of building up 
a case. In its very nature such a process is highly selective. As any advocate preparing 
for a legal bout, the Antitrust attorney seizes whatever is helpful, discards whatever 
might tell against him, draws items together into a purposive picture. He gathers evi- 
dence instead of finding facts; pieces together a conspiracy rather than dissects trade 
practice. The grand total at which he arrives is far more a recitation of wrongdoing 
than a picture of an industry at work.” HaMiILton, op. cit. supra note 2, at 33. 

* This is the method by which, in the past at least, most complaints have been dis- 
posed of. Hodges, supra note 8, at 93. 
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utmost importance, since in antitrust cases the Government is almost always 
dependent for proof on documentary evidence. 


The FBI is entrusted with the duty of investigating antitrust viola- 
tions, although under some circumstances attorneys for the Division conduct 
interviews and file searches. Under normal procedure, the attorney con- 
ducting the preliminary investigation prepares a memorandum for the 
Bureau containing a statement of the alleged violations of law, a summary 
of the information collected to date, and an indication of the documentary 
information to be obtained and the persons to be interviewed. These mem- 
oranda are sent out to the Bureau field offices which may most appropri- 
ately conduct the investigation. The Bureau then transmits the reports from 
its various agents, together with photostats of documents obtained from the 
files of companies investigated, to the requesting antitrust office. These 
reports are reviewed by the Antitrust attorney who decides whether the 
facts warrant institution of proceedings or whether further investigation 
is required either by the Bureau agents or directly by the Antitrust 
attorneys. *° 


Conduct of the Investigator 


Antitrust attorneys and Bureau agents have no power (short of calling a 
grand jury) to subpoena or compel the production of documents from a 
businessman’s files, or to compel persons to talk to them or give them writ- 
ten statements. The Division, so far as the writer knows, has never at- 
tempted to secure documentary evidence by use of a search warrant. 
Assuming that there is statutory authority for using search warrants in anti- 
trust investigations, ** there are many practical limitations upon their use as 
compared to a grand jury subpoena. * It is important, therefore, where 


* “The crux of the matter is access to the files.” HAMILTON, Op. cit. supra note 2, 
at 49, 50. 

* Rep. of Dept. of Justice, supra note 8, at 254. 

” Fep. R. Crim. P. 41(b) provides that a warrant may be issued to search for and 
seize any property “designed or intended for use or which is or has been used as a 
means of committing a criminal offense,” and under Rule 41(g), “property” includes 
“documents, books and papers.” The notes state that this rule is a restatement of existing 
law and that it supersedes the general provisions of 42 Srar. 228 (1917), 18 U.S.C. 611- 
626 (1940). However, 40 Srar. 228 (1917), 18 U.S.C. 612 (1940) restricted the issuance 
of a search warrant to property used as a means of committing a felony, whereas viola- 
tions of the Sherman Act are misdemeanors. See Judge Holtzoff’s comments on Rule 41 
in VI New York Universiry ScHoor or Law Instirute Proceepines 130, 146 (1946). 

* A search warrant cannot be used for a general exploratory search for evidence, 
but only to obtain documents which were used as a means of committing the offense. 
Affidavits of evidentiary fact, based on personal knowledge, must be submitted showing 
probable cause, and the documents would have to be described with much greater par- 
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voluntary access is sought, that the investigator conduct himself so as not 
to violate the constitutional privilege against unreasonable searches and 
seizures contained in the Fourth Amendment. 2° This privilege extends to 
corporations ** as well as to individuals and, although it may be waived, the 
waiver must be voluntary and not obtained by fraud, threats, duress, or 
“implied coercion.” * It is also said that mere acquiescence, or lack of re- 
sistance, or a peaceful submission to the public officials, as distinguished 
from clear consent, is not a waiver. 2° What marks the exact difference 
between acquiescence and consent is not clearly defined in the cases, but the 
investigator must clearly request permission and it is not a waiver where 
access is granted the investigator merely upon his showing his credentials 
and stating that he has come to search the files. *7 


It is customary for the FBI, in connection with antitrust investiga- 
tions, to present a letter from the Assistant Attorney General in charge of 
Antitrust, addressed to the party, requesting that the files be made available 
to the bearer. ** In some cases the FBI secures written consent on a form 
which the party is asked to sign. This form states that, having been in- 


ticularity than in a subpoena. See Houset anp Watser, DereNpiNG AND PRosECUTING 
FEDERAL CriMina Cases c. 11 (2d ed. 1946); Gouled v. United States, 255 U.S. 298, 309- 
310, 41 Sup. Ct. 261, 265 (1921); opinion of Judge Caffey, No. 601 West 26th Street, 
96 N.Y.L.J. 443 (S.D.N.Y. July 28, 1936). “The requirement that warrants shall par- 
ticularly describe the a to be seized makes general searches under them impossible 
and prevents the seizure of one thing under a warrant describing another. As to what is 
to be taken, nothing is left to the discretion of the officer executing the warrant.” Mar- 
ron v. United States, 275 U.S. 192, 196, 48 Sup. Cr. 74, 76 (1927). 

* For a history of the Fourth Amendment, see the dissenting opinion of Mr. Justice 
Frankfurter in Harris v. United States, 331 U.S. 145, 155-181, 67 Sup. Cr. 1098, 1104- 
1113 (1947). 

* Silverthorne Lumber Co. v. United States, 251 U.S. 385, 40 Sup. Cr. 182 (1920). 

*Davis v. United States, 328 U.S. 582, 66 Sup. Cr. 1256 (1946)—see dissenting 
opinion of Mr. Justice Frankfurter at 594-623, 66 Sup. Cr. at 1262-1276; Amos v. United 
States, 255 U.S. 313, 41 Sup. Cr. 266 (1921). 

7° United States v. Ruffner, 51 F.2d 579 (D. Md. 1931); United States v. Slusser, 270 
Fed. 818 (S.D. Ohio 1921); United States v. Abrams, 230 Fed. 313 (D. Vr. 1916); United 
States v. Hoffenberg, 24 F. Supp. 989 (E.D.N.Y. 1938). 

* No waiver: Amos v. United States, 255 U.S. 313, 41 Sup. Cr. 266 (1921) (stated 
they were officers and had come to search for violations of law); United States v. Marra, 
40 F.2d 271 (W.D.N.Y. 1930) (officers presented themselves, said they were going to 
inspect premises—defendant said “all right”); United States v. Slusser, 270 Fed. 818 
(S.D. Ohio 1921) (officer displayed badge, stated was there to search premises). See 
also United States v. Sully, 56 F. Supp. 942 (S.D.N.Y. 1944); United States v. Hoffen- 
berg, 24 F. Supp. 989 (F.D.N.Y. 1938). 

Voluntary waiver: United States v. Asendio, 171 F.2d 122, 125 (3d Cir. 1948) (per- 
mission requested and reply to “go ahead.”) 

*See note 212, infra. 
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formed of his constitutional rights, he consents to the search and gives this 
consent voluntarily. *’ It is doubtful that the investigator may go very far 
to pressure or persuade if, after requesting permission, he is refused in the 
first instance. *° The rule also states that the privilege is personal and can 
be claimed only by the person whose rights are being invaded. ** 


This raises a question as to what reliance the investigator can place on 
the consent of an employee, agent, or relative of the owner of the premises. 
The cases seem to indicate that the investigator must consult the owner 
unless the employee has actual, as distinguished from apparent, authority to 
turn over the records. ** And in the case of a corporation, the employee’s 


*See In re Fried, 161 F.2d 453, 455 (2d Cir. 1947). 

* Not voluntary: United States v. Abrams, 230 Fed. 313 (D. Vt. 1916) (agent stated 
it would be better for him if he gave the agent what he wanted); Bowles v. Beatrice 
Creamery Co., 56 F. Supp. 805, 808 (D. Wyo. 1944) (agent stated that he had authority 
to inspect). 

Voluntary: Davis v. United States, 328 U.S. 582, 66 Sup. Ct. 1256 (1946) (consent 
given, after the agent said “would have to open door”). Here the agent was seeking 
OPA coupons which were subject to Government inspection under special statute. The 
court stated the permissible limits of persuasion were much narrower where private 
papers were being sought (Davis v. United States, supra at 593, 66 Sup. Ct. at 1261). 
The case has been distinguished on this ground. See United States v. Cole, 6 F.R.D. 
581, 583 (D. Conn. 1947). See also opinion of Learned Hand in Circuit Court, 
United States v. Davis, 151 F.2d 140, 142 (2d Cir. 1945) that he was doubtful 
the consent was voluntary but search was considered reasonable because public 
documents were involved. Also see New Standard Publishing Co., FTC Docket 
4697, June 26, 1950, CCH Trape Rec. Rep. (9th ed.) {| 14405 (motion to suppress 
denied by Commission where FTC attorneys requested access to files and ad- 
vised protesting party that if he refused to make files available he could be taken to 
court and requested to produce them under subpoena, and that it was to his advantage 
to permit the file search without resort to the courts). 

“ Grainger v. United States, 158 F.2d 236 (4th Cir. 1946); United States v. Anto- 
nelli Fireworks Co., 155 F.2d 631 (2d Cir. 1946); Ingram v. United States, 113 F.2d 966, 
968 (9th Cir. 1940). 

“ United States v. Ruffner, 51 F.2d 579 (D. Md. 1931) (no evidence that employee 
had authority to waive). Cf. Raine v. United States, 299 Fed. 407 (9th Cir. 1924). 
Reszutek v. United States, 147 F.2d 142 (2d Cir. 1945) (superintendent of apartment 
house had authority to waive). Cf. Amos v. United States, 255 U.S. 313, 41 Sup. Cr. 266 
(1921); 37 Micu. L. Rev. 1155 (1939). 

In United States v. Seattle Electrical Contractors Ass’n, Crim. No. 47485, W.D. 
Wash., motion to suppress of Frank T. Holert, Jr. The Antitrust attorney talked to an 
employee of the proprietor of an electrical —— business and was voluntarily given 
estimate sheets. The employee had stated he was office manager of the appliance store. 
The defendant moved to suppress on the grounds that the employee was without author- 
ity to deliver the papers. The Government argued that the employee had apparent 
authority and that there was no illegal “search.” The motion was granted. Order of 
Judge Black, Jan. 17, 1949. 

In Zap v. United States, 328 U.S. 624, 66 Sup. Cr. 1277 (1946), under a statute 
providing for inspection of books and records of companies handling war contracts, 
Bureau agents took and retained some of the documents inspected. It was held that 
since the search was lawful, even if there was no consent to the taking, there was no 
wrongdoing on the part of the Government and the evidence was admissible. 
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- authority cannot be lightly assumed. ** Furthermore, the investigator can- 
not look at all records on the basis of consent given to examine only some, ** 
and, of course, he cannot obtain records by stealth. ** 


The waiver issue has been raised in few antitrust cases ** but, as with 
rights under the Fourth Amendment generally, ** it can be assumed that in 
practice the letter of the law is not always readily followed. In fact, it is 
the general practice of investigators to use every peaceful means of per- 
suasion to secure acquiescence. Nevertheless, the question has considerable 
importance in investigating procedure *8 because, on timely motion for re- 
turn and suppression, ** documents obtained as a result of illegal search and 
seizure cannot be used as evidence in a criminal prosecution of their owner, *° 
nor may the Government use documentary evidence lawfully obtained if 
its knowledge of that evidence was illegally gained. *? In many cases, pro- 
secution of the Government’s case might thus be rendered difficult, if not 
impossible, where the documentary evidence was obtained by acquiescence 
rather than consent. *? 


Legal Aspects of Voluntary Submission 


The question of whether or not an attorney should advise his client to 
consent to voluntary procedures is a matter of judgment, and a judgment 
which may vary depending upon the circumstances. ** Generally speaking, 


“In re Fried, 161 F.2d 453, 455 (2d Cir. 1947) (general manager of corporation, 
receiving 50 per cent of profits, has authority); United States v. Antonelli Fireworks 
Co., 53 F. Supp. 870, 874 (W.D.N.Y. 1943) (office manager has control and custody of 
corporate records and authority to waive). 

In No. 601 West 26th Street, 96 N.Y.L.J. 443, 444 (S.D.N-Y. July 28, 1936), the 
authority of several corporate agents was considered: (1) not enough that was Chairman 
of Board and Director without showing actual authority, (2) accountant retained as 
auditor—no authority, (3) Vice-President in charge of Sales had authority, (4) attorney 
retained by corporation cannot waive without express antecedent authority when no 
criminal or civil proceeding pending. 

“No. 601 West 26th Street, supra note 33, at 444; United States v. Antonelli Fire- 
works Co., 53 F. Supp. 870, 874 (W.D.N.Y. 1943). 

* Gouled v. United States, 255 U.S. 298, 41 Sup. Cr. 261 (1921). 

*See New Standard Publishing Co., supra note 30, and United States v. Seattle 
Electrical Contractors Ass’n, supra note 32. 

* Comment, 58 Yate L.J. 144 (1948). 

* It is a misdemeanor for an investigator to search without a search warrant, except 
“at the request or invitation or with the consent of the occupant of the premises.” 
18 U.S.C. § 2236 (1950 Supp.). 

“Nardone v. United States, 308 U.S. 338, 60 Sup. Cr. 266 (1939); Gouled v. United 
States, 255 U.S. 298, 41 Sup. Cr. 261 (1921). 

“Weeks v. United States, 232 U.S. 383, 34 Sup. Cr. 341 (1914). 

“ Olmstead v. United States, 277 U.S. 438, 476, 48 Sup. Cr. 564, 571 (1928); Silver- 
thorne Lumber Co. v. United States, 251 U.S. 385, 40 Sup. Cr. 182 (1920). 

“ Cf. the situation which developed before the trial court in United States v. Wal- 
lace & Tiernan Co., 336 U.S. 793, 69 Sup. Cr. 824 (1949). 

“Voluntary submissions have taken many forms: permission to search at will any 
files and records, permission to examine specific files, such as correspondence with 
company A, or the files of executive B; submission of general classes a. records, such 
as all patent licenses relating to product X, or all distributor franchises; submission of 
specific documents, data, or information. 
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as Walton Hamilton has said, “businessmen are not likely to cooperate with 
enthusiasm in an enterprise designed to prove that they are criminals” ** and 
their decision to cooperate or not is usually based on whatever will get them 
into the least trouble. ** 


It is important, therefore, to note the differences in legal results which 
flow from voluntary submissions as distinguished from production of records 
under subpoena. 

First, voluntary submission is ipso facto a waiver of the right of 
privacy, *° and although that privacy is lost just as much when process 
issues, nevertheless there may be practical differences between the investiga- 
tory activities of an indiv idual attorney and the instigation of formal action 
by ‘the Department in securing the issuance of a subpoena duces tecum after 
grand jury authorization by the Attorney General. *” 


Second, for individuals or proprietorships and probably partners to turn 
over documents voluntarily is a waiver of the constitutional privilege 
against self-incrimination contained in the Fifth Amendment, and no im- 
munity from prosecution on account of incriminating matters contained in 
the documents can be claimed since the immunity statute only applies where 
the documentary evidence has been produced under oath and obedience to 
a subpoena. ** 

Third, giving voluntary access to files waives the attorney-client 
privilege under the rule that disclosure of privileged communications with- 
out claiming the privilege is a waiver. *” This can be of more than minor 


“ HAMILTON, Op. cit. supra note 2, at 49. 

“Some government officials have expressed the view that voluntary submission is 
for the advantage and convenience of the parties being investigated. Timperc, THE 
Antirrust Laws FRoM THE Point oF View oF A GOVERNMENT ATTORNEY 32-35 (Pract. 
Law Inst. 1949). Commissioner Ayres, in New Standard Publishing Co., CCH Trane Rec. 
Rep. (9th ed.) | 14405, June 26, 1950. Terrel, supra note 15, at 103. 

“For an evaluation of the “right to be Jet alone,” as against the desirability of ex- 
pediting the enforcement of socially desirable laws, see dissenting opinions of Mr. 
Justice Brandeis in Olmstead v. United States, 277 U.S. 438, 478-479, 48 Sup. Cr. 564, 
572 (1928), and of Mr. Justice Jackson in Harris v. United States, 331 U.S. 145, 198, 67 
Sup. Cr. 1098, 1120 (1947). 

“See p. 607, infra. 

“ 32 Srat. 904 (1903), 15 U.S.C. § 32 (1946) (Immunity Act); 34 Stat. 798 (1906), 
15 U.S.C. § 33 (1946) (act defining right of immunity). In the “beef trust” investiga- 
tion of 1904-05, the Immunity Act was originally construed to grant immunity for 
statements and records voluntarily submitted to any official who had authority to 
investigate and was acting pursuant to his authority. United States v. Armour & Co., 
142 Fed. 808, 823 (ND. Ill. 1906) (“the policy of the law favors the willing giving of 
evidence whenever an officer entitled to make a demand makes it upon a citizen who 


has no right to refuse. And it would be absurd ... to favor the citizen who resists 
and places obstacles in the way of the government as against the citizen who, with full 
knowledge of the law, obeys without resistance .. .” However, the decision was 


looked upon as enabling defendants, by volunteering information, to trap the govern- 
ment into giving immunity, and the 1906 amendment followed, See United States v. 
Monia, 317 US. 424, 63 Sup. Cr. 409 (1943), and p. 623, infra. 

““Ie is clear, therefore, that the = for the preservation of the client-attorney 
privilege from erosion is perpetual and perceptive vigilance. Where, as in the present 
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. interest in view of the growing tendency for businessmen to consult lawyers 
on the antitrust aspects of their business activities. The use of such con- 
fidential correspondence may well have considerable evidentiary significance 
upon the issue of intent. °° 


Fourth, a person or corporation which voluntarily submits its records 
to the Government, and is not made a defendant, may not be able to compel 
the Government to return or permit inspection of those documents. *' And, 
although, a defendant may, by discretion of the court under Rule 16 of the 
Federal Rules of Criminal Procedure, obtain an order requiring the govern- 
ment to permit inspection of any documents belonging to him regardless of 
how obtained, he cannot obtain documents the government has obtained 
from non-defendants or other defendants if submitted voluntarily.** It 
has been stated that Rule 16 was put in because of the Division’s practice 


instance ... a letter of the attorney, otherwise possibly privileged, is handed to a third 
party, or a third party—in this instance the Government—is given access unreservedly, 
the privilege is waived.” Unreported opinion of Judge Woolsey, United States v. 
American Optical Co., Civil No. 10-391, S.D.N.Y., Dec. 15, 1941. 
“Hartford-Empire clearly gave access to its files in connection with the T.N.E.C. 
investigation voluntarily, thereby waiving the privilege within the meaning of Section 
11984 Ohio Code. The T.N.E.C. did not deprive the company of its right to assert the 
attorney-client privilege.” Ruling of Judge Kloeb, Hartford-Empire Co. v. United 
States, 323 U.S. 386, 65 Sup. Cr. 373 (1945), Vol. VI, Record on Appeal 4611. 
See also Steen v. First National Bank, 298 Fed. 36 (8th Cir. 1924). 

* E.g., United States v. Timken Roller Bearing Co., 83 F. Supp. 284 (N.D. Ohio 
1949), Govt’s Brief in Dist. Ct. 240; United States v. General Electric Co., Fried, Krupp, 
et al., (Carbolay) 80 F. Supp. 989 (S.D.N.Y. 1948), Govt’s Mem. of Evidence 102. 


* Burdeau v. McDowell, 256 U.S. 465, 41 Sup. Ct. 574 (1921). In United States 
v. Wisconsin Cheese Exchange, Crim. No. 33198, N.D. Ill. the Government investi- 
gators obtained voluntarily from an independent cheese dealer correspondence with 
Kraft Cheese Co., a defendant. When the Division attorneys refused, at the request of 
the dealer, to permit the defendants to inspect the documents, Kraft petitioned the court 
for inspection, attaching letters of authority from the dealer. The court held it had no 
jurisdiction over documents not impounded with the court and denied the motion 
(Oct. 25, 1943). An action in the local state courts for replevin would of course lie, 
but the practical difficulties are obvious. 

" Fep. R. Crim. P. 16, permits inspection of documents “obtained from or belonging 
to the defendant or obtained from others by seizure or by process.” As originally 
drafted, it permitted the defendant to inspect any designated records, not privileged. 
This was stricken in the third draft at the request of the Attorney General who felt it 
would invite fishing expeditions into the Government's records. Proceedings of Institute 
of Federal Rules of Criminal Procedure, 5 F.R.D. 150, 161 (1946). In United States v. 
Black, 6 F.R.D. 270, 271 (N.D. Ind. 1946), the limiting phrase “by seizure or by 
process” was held to apply to documents obtained from defendants also. That this 1s 
probably an improper construction, see Shores v. United States, 174 F.2d 838, 844 (8th 
Cir. 1949). 

It has been held that a subpoena duces tecum returnable in advance of trial under 
Fep. R. Crim. P. 17(c) is also limited by Rule 16 and cannot be used for discovery and 
inspection generally of documentary evidence in possession of the Government. United 
States v. Bowman Dairy Co. (Willis L. Hotchkiss, appellant), decided November 7, 
1950, CCH Trape Rec. Rep. (9th ed.) | 62,720 (7th Cir. 1950). Cert. granted, Jan. 15, 
1951, United States Supreme Court Docket No. 435. 

See also United States v. Maryland & Virginia Milk Producers Ass’n, Inc., 9 F.R.D. 
509, 510 (D.D.C, 1949). 
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of refusing inspection, ** but the rule still does not give a non-defendant co- 
conspirator access to his own records nor permit him to enable defendants to 
have access to them, a matter which may be just as important to the de- 
fendant in a conspiracy case as seeing his own documents. It also does not 
give either a defendant or non-defendant the right to see statements volun- 
tarily given to investigators, since such statements neither “belong” to him 
nor are obtained by “seizure or process.” ** 


Fifth, the Government has no obligation of secrecy with respect to 
documents produced voluntarily and not submitted to the grand jury. Al- 
though it is the policy of the Department of Justice to hold in confidence 
records submitted to it insofar as persons outside the Government are con- 
cerned, it has on occasion in the past made such data available to Congres- 
sional committees and to other Governmental agencies and may, in fact, be 
compelled to do so.** Presumably, however, a person could voluntarily 
submit records to the Antitrust Division subject to the conditions of secrecy 
or use which he desires to impose. °* 


The Conduct of Person Being Investigated 


Although a person may refuse to supply information or records as in- 
dicated above, if he voluntarily supplies the same, it would appear that un- 
der the “false statement” statute he must tell the truth and supply true 
records. This statute provides: 


“Whoever, in any matter within the jurisdiction of any department or 
agency of the United States knowingly and willfully falsifies, conceals 
or covers up by any trick, scheme, or device a material fact, or makes 
any false, fictitious or fraudulent statements or representations, or makes 
or uses any false writing or document knowing the same to contain any 
false, fictitious or fraudulent statement or entry, shall be fined not more 
than $10,000 or imprisoned not more than five years, or both.” * 


“ Judge George Z. Medalic, VI N.Y.U. Institute Proceepines, op. cit. supra note 
21, at 278. 

* Shores v. United States, 174 F.2d 838, 844 (8th Cir. 1949); United States v. Brum- 
field, 85 F. Supp. 696, 708 (W’.D. La. 1949). 

* E.g., Sec. 8 of the Federal Trade Commission Act, 38 Stat. 722 (1914), 15 U.S.C. 
§ 48, (1946), requiring departments of the Federal Government to furnish to the F.T.C. 
records in their possession relating to any corporation subject to any provisions of the 
Act. 

“E.g., order of Judge Kloeb in United States v. Libbey-Owens-Ford Glass Co., 
Civil No. 5239, N.D. Ohio, June 24, 1947, denying the Government’s order for produc- 
tion of documents under Fep. R. Civ. P. 34, on the grounds that defendants had pre- 
viously submitted these documents to the Government under a written agreement in 
which the documents were to be privileged. 

“62 Srar. 749 (1948), 18 U.S.C. § 1001 (1950 Supp). This statute originally dealt 
only with claims for payment with intent to defraud, In 1934, it was amended to cover 
false reports, affidavits, and certificates. Sen. Rep. No. 1202, 73d Cong., 2d Sess. (1934); 
United States v. Gilliland, 312 U.S. 86, 61 Sup. Cr. 518 (1941). In the 1948 revision of 
the Criminal Code, it was divided into two parts, one dealing with false claims (62 Srat. 
698, 1948, 18 U.S.C. § 286, 1950 Supp.), and one dealing with false statements (62 Stat. 
749, 1948, 18 U.S.C. § 1001, 1950 Supp). 
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Elements of an offense under this statute would appear to be (1) intent, 
i.e., that the falsehood or concealment was made knowingly, (2) conceal- 
ment or false statements as to a material fact, and (3) that the matter is 
within the jurisdiction of a department of the United States. This latter 
language would seem broad enough to cover investigations, °* including in- 
vestigations by the Department of Justice for violations of the antitrust 
laws. It is clear that the false statement does not have to be made under 
oath, or at a formal hearing, or under compulsion to answer. *® Although 
no cases have been brought under the statute in connection with antitrust 
investigations, °° a federal district judge has answered affirmatively the ques- 
tion “whether making false statements to an investigating agency of the 
Government departments is a separate crime.” * 


It would also seem unlawful for a person who voluntarily gives access 
to records to thereupon conceal or destroy any records coming within the 
scope of the consent, although there appear to be no decisions squarely on 
this point. The Department has proceeded both under the “false statement” 
statute °° and under the “obstructing justice” statute * in such situations. 


** Marzani v. United States, 168 F.2d 133 (D.C. Cir. 1948); United States v. Meyer, 
140 F.2d 652 (2d Cir. 1944); United States v. Sanders, 42 F. Supp. 436 (S.D. Tex. 1941) 
(that jurisdiction means “power to deal with subject matter”); but see United States v. 
Crittenden, 24 F. Supp. 84 (W.D.N.Y. 1938) (that jurisdiction means “authority to 
determine matters before it”). 


*° [bid. 

® Division attorneys have brought the statute to the attention of persons being in- 
vestigated in instances where it has been suspected documents were being concealed. 

“ Unreported opinion of Judge Caffey, United States v. Reginald D. Narelle, Crim. 
No. C 117-161, S.D.N.Y., July 7, 1944 (statements made to officers of the Office of In- 
spector General, War Department, and to FBI agents during course of investigation) ; 
Marzani v. United States, 168 F.2d 133 (D.C. Cir. 1948) (statements made to Deputy 
Assistant Secretary of State and to FBI agents during questioning as to whether federal 
employee was a Communist) ; United States v. Schenck, No. C 107-339, S.D.NLY,, guilty 
plea to indictment returned June 7, 1940 (statements to Special Agent of Intelligence 
Unit, Bureau of Internal Revenue). 

“ United States v. Carnegie Illinois Steel Corp., No. C 11409, W.D. Pa., indictment 
returned May 28, 1943. During the course of the Truman Committee investigation, em- 
ployees at night removed and concealed or destroyed documents from files being 
searched during office hours by investigators. A verdict was directed for defendants 
on the grounds that removal and destruction was not authorized by the corporation. 

“United States v. Rudolph Ilgner, Crim. No. 60-44-13, S.D.N.Y., indictment re- 
turned Sept. 1, 1939, for violation of 18 U.S.C.A. 241, now 62 Srat. 769 (1948), 18 
US.C, § 1503 (1950 Supp.) This statute inter alia provides maximum penalties of $5,000 
fine or five years imprisonment, or both, for obstructing, or impeding, the due admin- 
istration of justice. During the course of the fertilizer investigation being conducted 
before a federal grand jury in New York, attorneys for the Anuctrust Division requested 
and were given permission to search the files of Chemnyco, Inc. After the search had 
begun, but before it was completed, Ilgner and other persons under his control destroyed 
certain of the correspondence. On April 30, 1941, Ilgner pleaded guilty and was fined. 
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GRAND JURY PROCEEDINGS 


A federal grand jury is perhaps the most powerful inquisitorial body 
in a free country. Of ancient lineage, its powers stem from the common 
law and are limited only by the jurisdiction of the court to which it is at- 
tached. ** As part of the machinery of the courts, its commands have the 
force of the court’s commands and failure to obey is contempt of court. © 
Its process may extend throughout the United States, and there is no man so 
important, or corporation so vital, that must not “lay aside all and singular 
your business and excuses” and appear when called, even if to do so would 
produce inconvenience and hardship. 


A witness called before a grand jury has no right to be informed of 
charges, or the nature of the investigation, nor can he take exception to the 
particular subject matter under investigation. °* Once impaneled, the jury 
may inquire into virtually any alleged violations of law based on its per- 
sonal know ledge as well as on examination of witnesses and records, and 
will not be “limited . . . by forecasts of the probable result of the investiga- 
tion.” *? Neither the court nor the Government attorneys can direct or 
control its deliberations. Even the President cannot interfere with a grand 
jury. °° Since its proceedings have an ex parte nature and are conducted in 
secrecy, the friendly witness is encouraged to appear and testify freely while 
the hostile or unsympathetic witness must face the inquiry on his own 
without the kind of preparation and protection which he is afforded by 
counsel in a courtroom trial. 


On the other hand, the grand jury also has great prestige in its historic 
role as the protector of the citizen against unfounded prosecution. *’ Its 
membership is a miscellany of twenty-three persons drawn from the public 
at large—housewives, businessmen, workingmen, farmers, retired persons, 
people of all walks of life. Only members of the jury may be present during 
its deliberations and vote, and a vote of twelve is required for the return of 
an indictment. Although the “safe-guard” feature of grand juries has 


“Hale v. Henkel, 201 U.S. 43, 26 Sup. Cr. 370 (1906); In re National Window 
Glass Workers Ass’n, 287 Fed. 219 (N.D. Ohio 1922). 

“ Cobbledick v. United States, 309 U.S. 323, 60 Sup. Ct. 540 (1940); In re Grand 
Jury Proceedings, 4 F. Supp. 283 (E.D. Pa. 1933); Application of Texas Co., 27 F. Supp. 
$47 (ELD. Ill. 1939); Fev. R. Crim. P. 17(g). 

® Hale v. Henkel, 201 US. 43, 26 Sup. Cr. 370 (1906); In re American Medical 
Ass'n, 26 F. Supp. 58 (D.D.C. 1938); In re Rational Window Glass Workers Ass’n, 287 
Fed. 219, 221 (N.D. Ohio 1922). 

“Blair v. United States, 250 U.S. 273, 282, 39 Sup. Cr. 468, 471 (1919) (jury in- 
vestigating violations of statute which witness claimed was unconstitutional). 

“ E.g., the so-called “run-away” grand jury. The executive may pardon an of- 
fender, but an attempt to control the grand jury would be deemed an interference by 
the executive with the judiciary. In re Miller, 17 Fed. Cas. No. 9,552, at 295 (C.C.D. 
Ind. 1878). 

“ Hale v. Henkel, 201 US. 43, 26 Sup. Ct. 370 (1906). Justice Field’s Charge to 
Grand Jury, 30 Fed. Cas. No. 18,255, at 992 (C.C.D. Cal. 1872). 
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lessened in importance in modern times and it has become prevalent to 
criticize the grand jury as a “rubber stamp” of the prosecutor’ s office, never- 
theless the federal grand jury encourages fairness and care in law enforce- 
ment. As part of the court’s machinery, it is subject to court supervision 
and abuse of its proper functions may be questioned. The calling into play 
of this venerable institution of the courts, the ritual of its proceedings, and 
the fact that a group of “peers” must be convinced of the probability that a 
wrong has been done, are a deterrent to the careless or hasty commence- 
ment of criminal actions. If the testimony and records fail to convince the 
grand jury before whom the prospective defendants have no chance to 
present their side of the case, this strong indication that a trial jury would 
not be convinced has on many occasions caused the Government not to 
press the proceedings and hence saved the persons complained of from the 
embarrassment of indictment and criminal trial. Furthermore, although the 
proceedings are ex parte, the very presence of a group of disinterested citi- 
zens, some of whom frequently are not without standing in the community, 
is a strong inducement for the prosecuting attorney to conduct himself with 
fairness and decorum while interrogating witnesses or in seeking the return 
of the indictment. Also, the experienced attorney knows that a transcript 
of the testimony is being taken and, although generally held secret, its dis- 
closure may become necessary at the trial of the case in order for the 
prosecutor to impeach a hostile witness or refresh the recollection of a for- 
getful witness. Obviously, a transcript which shows unfairness on the part 
of the attorney will be of little value. *° 


Thus, the grand jury’s chief functions are to investigate and to accuse, 
and it has been utilized by the Antitrust Division as an instrumentality for 
doing both. It has been ‘and is the chief investigating weapon in the Di- 
vision’s arsenal, used as such, and not just for the purpose of obtaining in- 
dictments. The Division has not hesitated, where the facts so indicated, to 
recommend the return of “no true bills,” "* or to allow the grand jury term 
to lapse without action, or, where the proof does not develop a case ap- 
propriate for criminal action, to file eventually a civil suit. 


Insofar as criminal cases are concerned, the Antitrust Division utilizes 
the grand jury to perform the accusatory function. By its return of the 
indictment, the grand jury, not the prosecuting attorney, has in effect as- 
sumed the responsibility for determining that the person or corporation 
charged should be put to trial for the alleged criminal offense. 


* Lewin, The Conduct of Grand Jury Proceedings in Antitrust Cases, 7 Law aNnpb 
Contemp. Pros. 112, 127 (1940). 

"Arnold, Antitrust Law Enforcement, Past and Future, 7 Law anp CoNnTEMP. 
Pros. 1, 22 (1940). 

" E.g., United States v. Henry S. Morgan, Civil No. 43-757, S.D.N.Y., Oct. 30, 
1947; United States v. E. I. duPont de Nemours & Co., Civil No. 49-C-1071, N.D. IIL, 
June 30, 1949. 
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It would not be necessary for the Government to commence criminal 
proceedings under the antitrust laws by grand jury indictment. Violations 
of the Sherman Act are misdemeanors, not infamous crimes, and hence, 
prosecutions thereunder can be and occasionally are instituted by informa- 
tion. ** Informations have been chiefly used by the Antitrust Division in 
cases where indictments had originally been returned but were quashed 
because of technical defects. ** Since investigation and accusation have al- 
ready been accomplished, use of the information saves time (which may 
become important because of the Statute of Limitations) and needless repeti- 
tion of the grand jury process. *° 


Nevertheless, the Antitrust Division almost always uses the grand jury 
for the institution of criminal proceedings. Not only does it afford a “dress 
rehearsal” for the trial of the case before the petit jury, but it enables the 
Government to perfect its proof, both documentary and oral, before suit 
is filed, a most important matter in the technique of investigating and pre- 
paring antitrust cases since it is doubtful that discovery in criminal cases is 
allowed the Government, ** and voluntary proceedings by then become 
much more difficult. ** And lastly, the Department can be more satisfied 
that the suit should be filed on the criminal side if the grand jurors are in 
agreement. wi 


Grand Jury Authorization 


An attorney in the Antitrust Division may not at will commence or 
conduct grand jury proceedings, or even be present ata grand j jury hearing. 
It has been the Division’s practice, when grand jury action is deemed neces- 
sary, for a memorandum to be directed to the Attorney General by the 
Assistant Attorney General in charge of Antitrust, setting forth the facts 
and recommendations. This recommendation is made only after careful 


** United States v. Atlantic Commission Co., 45 F. Supp. 187 (E.D. N. Car. 1942), 
American Tobacco Co. v. United States, 147 F.2d 93, 117 (6th Cir. 1944); Fep. R. Crim. 
P. 17. 

“ E.g., United States v. Wayne Pump Co., No. 43-CR-27, N.D. Ill, Feb. 15, 1943; 
United States v. Wallace & Tiernan Co., Crim. No. 6070, D.R.I, May 1, 1947; United 
States v. Seattle Electrical Contractors Ass’n, Crim. No. 47712, W.D. Wash., Nov. 10, 
1948. 

“In legal effect, the only difference between an indictment and an information is 
that the latter may be amended. Fep. R. Cam. P. 7(e). An information may be filed 
without leave of court. Fep. R. Crim. P. 7(a). 

* United States v. Maryland & Virginia Milk Producers Ass’n, 9 F.R.D. 509 (D.D.C. 
1949). See note prepared by Advisory Committee to Fep. R. Cam. P. 16, VI N.Y.U. In- 
sriruTe Proceepines, op. cit. supra note 21, at 30. Under Rule 17(c), however, the 
Government may, at the court’s discretion, now be permitted to inspect records sub- 
peenaed for trial in advance of the trial date. 

" Terre), supra note 15, at 103. 

“Artry Gen. Tom C. Clark, Hearings, supra note 1, Part I at 72. “They are the 
voice of the community accusing its members.” In re Kittle, 180 Fed. 946, 947 (S.D. 
N.Y. 1910) 
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consideration of the facts and consultation with the field office chief, sec- 
tion chief, and other assistants involved. ® Proceedings are instituted only 
if the Attorney General approves. *° Furthermore, unlike district attor- 
neys, *' attorneys in the Antitrust Division have no general authority to 
prosecute criminal offenses against the United States, but must receive an 
appointment as special assistant to the Attorney General under a special 
statute which provides that “any officer of the Department of Justice, or 
any attorney or counselor specially appointed by the Attorney General 
under any provision of law, may, when thereunto specifically directed by 
the Attorney General, conduct any kind of legal proceedings, civil or 
criminal, including grand jury proceedings,” which district attorneys are 
authorized to conduct. *? 


Since the presence of an unauthorized person in a grand jury room is 
presumed to be prejudicial, ** and is grounds for quashing the indictment, it 
is necessary that proper authorizations be obtained. Generally, in the letter 
of authority, the Department specifies the industry or names one or two of 
the supposed offenders and refers to alleged violations of the Sherman Act. 
The courts, however, have recently construed the words “when thereunto 
specifically directed” to be for the protection of the United States and 
failure to name persons or the particular case to be investigated, or even the 
statute violated, has not rendered the appointment invalid. ** It apparently 
does not invalidate the indictment if the letters of authority and oaths of 
office are not filed with the clerk of the court, although the Department 
generally does so and the cases indicate that this is the proper practice. ** 
In a few instances the Department has requested the court to seal the letters 


® Hamilton, The Selection of Cases for Major Investigation, 7 Law anv ConTEMP. 
Pros. 95, 98 (1940); Bergson, Current Antitrust Enforcement Program and Policies, 38 
Itt. Bar Jnu. 170 (1949). 

“ Hodges, supra note 8, at 94. 

"28 US.C. § 485 (1940). 

"34 Srat. 816 (1906); 5 U.S.C. § 310 (1946). Prior to the passage of this act only 
district attorneys and assistant district attorneys could appear and participate in grand 
jury proceedings. For the spotty enforcement of the Sherman Act which existed during 
this early period, see Cummincs AND McFartanp, Feperat Justice c. 16 (1937). Fen. R. 
Crim. P. 6(d), authorizes “attorneys for the government” to be present at grand jury 
sessions, and in Rule 54(c) this term is defined to include “an authorized assistant of the 
attorney general.” (emphasis added). See also 43 Srat. 1029 (1925); 5 U.S.C. § 315 
(1946). 

** Latham v. United States, 226 Fed. 420, 424 (Sth Cir. 1915); United States v. Vir- 
ginia—Carolina Chemical Co., 163 Fed. 66 (C.C.M.D. Tenn. 1908). 

*Shushan v. United States, 117 F.2d 110 (Sth Cir. 1941); United States v. Powell, 
81 F. Supp. 288 (F.D. Mo. 1948); United States v. Amazon Industrial Chemical Corp., 
55 F.2d 254 (D. Md. 1931); contra United States v. Huston, 28 F.2d 451 (N.D. Ohio 
1928), holding that a valid authorization must specify the criminal statute violated and 
designate one supposed offender. 

“Belt v. United States, 73 F.2d 888 (Sth Cir. 1934); May v. United States, 236 
Fed, 495 (8th Cir, 1916); United States v. Central Supply Ass’n, 37 F. Supp. 890 (N.D 
Ohio 1941); United States v. Huston, 28 F.2d 451, 454 (N.D. Ohio 1928). 
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of authority and oaths on the general grounds that it would be contrary to 
the best interests of the United States for them to be filed publicly. 


The authorization is valid only for the district or districts specified. * 
An accountant or economist is not an “officer of the Department of Justice,” 
and, hence, cannot be appointed a special assistant under the statute to ex- 
amine witnesses or be present in the grand jury sessions. ** However, a 
special assistant does not have to be an employee of the Justice Department, 
or even paid with Justice funds. ** 


Summoning and Selection of the Grand Juries 


Federal grand juries may serve eighteen months. *® Hence, in most 
districts, the Antitrust Division utilizes the regular grand jury summoned 
for the criminal docket of the United States Attorney. In cities such as New 
York or Chicago, where antitrust activity is heavier, or in the case of what 
is expected to be a protracted investigation, an additional grand jury will be 
called to be used entirely for antitrust work. 


A grand jury must consist of not less than sixteen nor more than twenty- 
three legally qualified persons. The summoning and selection of these per- 
sons is dealt with by specific statutes. 


An indictment may be dismissed on account of defects in the selection 
of the grand jury, or because of the disqualification of individual jurors. * 
The motion to dismiss should be made before plea is entered, ** and the ob- 
jections are waived if not made before trial.°* The fact that one or more 
of the jurors were not legally qualified is not grounds for dismissal if it ap- 
pears from the jury minutes that twelve or more jurors, after deducting 
those not legally qualified, concurred in the indictment. ®* Hence, it is not 
error for the foreman to be discharged and a new one to be appointed, * 
or for the court to excuse jurors for cause and replace them with other 


* United States v. Huston, 28 F.2d 451 (N.D. Ohio 1928). 

“ United States v. Heinze, 177 Fed. 770 (S.D.N.Y. 1910). 

* United States v. Morse, 292 Fed. 273 (S.D.N.Y. 1922). 

“ Fep. R. Camm. P. 6(g). 

“ The court may summon as many juries as the public interest requires. Fen. R. 
Cam. P. 6(a). Lack of space in federal courthouses is one of the chief problems in 
connection with the summoning of special antitrust grand juries. 

“See 28 U.S.C. § § 1861-68, 3321 (1950 Supp.) superseding 28 US.C. § § 411-426 
(1940). 

“Feo. R. Crim. P. 6(b) (2). 

“ Fep. R. Crim. P. 12(b) (3); see Wright v. United States 165 F.2d 405 (8th Cir. 
1948). 

“Fep. R. Cai. P. 12(b) (2). See notes of Advisory Committee, VI N.Y.U. In- 
STITUTE PROCEEDINGS, Op. cit. supra note 21, at 24. 

“Fep. R. Crim. P. 6(b) (2): May v. United States, 175 F.2d 994, 1001 (D.C. Cir. 
1949). 

* United States v. Belvin, 46 Fed. 381 (E.D. Va. 1891). 











Winter} ANTITRUST INVESTIGATIONS 609 


persons. *’ There appears to be no requirement that all the grand jurors 
must be impartial or unbiased. ** 

From the twenty-three jurors selected, the court appoints a foreman 
who administers the oaths and signs the indictments, and a deputy foreman 
who acts in the foreman’s absence. The foreman or a secretary designated 
by him also keeps minutes of the proceedings (not to be confused with the 
transcript of testimony ), which shows the attendance of the jury, the names 
of witnesses, and the record of the jurors’ vote on the indictment. * 


After the jury is selected, the judge charges it as to its duties. This 
may be short or elaborate, but it almost always includes some instruction 
as to the need to find only probable cause and not proof beyond a reason- 
able doubt; that the Government attorneys will be present to assist them 
and to advise as to the law; and that the jurors must keep the proceedings 
secret, 3° 


From an Antitrust attorney’s standpoint, the most important factor in 
choosing a grand jury is that he get one in the right jurisdiction. An anti- 
trust indictment, for venue purposes, can only be returned in the district 
where the conspiracy or combination has been entered into, or where an 
overt act has been committed in carrying out the conspiracy. *” 


Secrecy and Disclosure 


Grand jury proceedings are conducted in secrecy and an obligation of 
secrecy is imposed upon all present (jurors, attorneys, interpreters, stenog- 
raphers) except witnesses. ’°? Prior to the new Criminal Rules, many dis- 
trict courts imposed the seal of secrecy upon witnesses also, *°* but this was 
removed from the rules because it was felt it might be a hardship and lead to 
injustice if a witness could not make disclosure to his counsel and asso- 


* United States v. Mitchell, 136 Fed. 896 (C.C.D. Ore. 1905); Fep. R. Crim P. 6(g). 

" May v. United States, 175 F.2d 994 (D.C. Cir. 1949) (half of jurors were Govern- 
ment employees); Local 36 of International Fishermen & Allied Workers of America v. 
United States, 177 F.2d 320 (9th Cir. 1949) (members of antitrust jury not disqualified 
because array selected from telephone directory and jurors were of higher economic 
class than defendants); United States v. Garsson, 291 Fed. 646 (S.D.N.Y. 1923); United 
States v. Rintelen, 235 Fed. 787, 789 (S.D.N.Y. 1916). See VI N.Y.U. Institute Pro- 
CEEDINGS, OP. Cit. supra note 21, at 184. 

”Fep. R. Crim. P. 6(c). 

For examples of charges to grand juries, see the following: Charge to Grand 
Jury, 30 Fed. Cas. No. 18,255, at 992 (C.C.D. Cal. 1872); Nanfiro v. United States, 20 
F.2d 376, 378 (8th Cir. 1927); United States v. Swift, 186 Fed. 1002, 1018 (N.D. Ill. 
1911); In re Grand Jury, 62 Fed. 840, 846 (N.D. Cal. 1894); Charge to Grand Jury, 
30 Fed. Cas. No. 18,251, at 986 (D. Ore. 1869); Charge to Grand Jury, 30 Fed. Cas. No. 
18,272, at 1036 (C.C.S.D. Ohio 1861); United States v. Central Supply Ass’n, 37 F. Supp. 
890, 893 (N.D. Ohio 1941). 

™ United States v. Socony-Vacuum Oil Co., 310 U.S. 150, 250, 60 Sup. Cr. 811, 856 
(1940). 

‘Feo. R. Crim. P. 6(e). 
 E.g.. Goodman v. United States, 108 F.2d 516 (9th Cir. 1939). 
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ciates.*°* The obligation is not ended with the filing of the indictment or 
the end of the jury term, but is unlimited in time unless lifted at the dis- 
cretion of the court in connection with trial of the case, or at the request 
of a defendant upon a showing that grounds may exist for dismissal of the 
indictment because of matters occurring before the grand jury.*°** Except 
in connection with the use of the transcript or of documents at the trial, *°° 
however, disclosure is almost never granted. It is usually said that it is not 
enough for a defendant to claim that there were irregularities; he must make 
averments of fact.*°’ If the defendant complains that with the lips of the 
jurors sealed and the transcript closed to him, he can’t find out the facts, the 
answer has been given that public policy requires such a rule. Otherwise 
defendants would be encouraged to investigate the conduct of every grand 
jury on the flimsiest of excuses, and instead of trying criminal cases the 
courts would first have to try each grand jury and the prosecuting 
officers. ?°8 


The minutes of the grand jury showing the vote are filed with the clerk 
but are kept secret even from the Government attorneys, except on order of 
the court which again is seldom granted.*°® The courts have not required 
disclosure of the transcript of the testimony, which is actually the property 
of the Department of Justice, to persons asserting their need for it in other 
proceedings. **° The rule of secrecy would also seem to prevent disclosure 


™ See notes of Advisory Committee to Fep. R. Camm. P. 6(e); VI N.Y.U. Institute 
PROCEEDINGS, OP. cit. supra note 21, at 12 and the comment of Judge Medalie, id. at 155, 
that the present rule is just a practical recognition of what was happening anyhow. 

“™ Fep. R. Crim. P. 6(e); United States v. American Medical Ass’n, 26 F. Supp. 
429 (D.D.C. 1939). 

** United States v. Socony-Vacuum Oil Co., 310 U.S. 150, 231, 60 Sup. Cr. 811, 848 
(1940). 

* United States v. National Wholesale Druggists’ Ass’n, 61 F. Supp. 590 (D.N.]J. 
1945); United States v. Antonelli Fireworks Co., 53 F. Supp. 870 (W.D.N.Y. 1943); 
United States v. American Medical Ass'n, 26 F. Supp. 429, 431 (D.D.C. 1939); United 
States v. Oley, 21 F. Supp. 281 (E.D.N.Y. 1937). 

** United States v. American Medical Ass’n, 26 F. Supp. 429, 431 (D.D.C. 1939), 
United States v. American Tobacco Co., 177 Fed. 774 (W.D. Ky. 1910); Note, 62 
Harv. L. Rev. 111 (1948). However, see Judge Medalie’s statement, VI NYU Institute 
Procrepincs, op. cit. supra note 21, at 154, indicating that Fep. R. Crim. P. 6(e) con- 
templated making it easier to secure information as to what happened in the grand jury 
room. In every district now witnesses are, of course, free to tell what occurred in their 
presence. 

** United States v. Garsson, 291 Fed. 646 (S.D.N.Y. 1923); United States v. Oley, 
21 F. Supp. 281 (E.D.N.Y. 1937). 

“* United States v. Byoir, 58 F. Supp. 273 (N.D. Tex. 1945); United States v. Byoir, 
147 F.2d 336 (5th Cir. 1945) (Defendant in Texas case petitioned for disclosure in order 
to show no probable cause at removal proceedings in New York. Texas court stated 
would grant disclosure if copy of transcript subpoenaed by New York court. Subpoena 
duces tecum addressed to special assistant to Attorney General, quashed by New York 
court; order of Judge Leibell, $.D.N.Y. Feb. 17, 1945); unreported opinion of Judge 
Medina, United States v. Henry S. Morgan, Civil No. 43- 757, S.D.N.Y. Dec. 8, 1948. 
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of documentary materials which have been produced before the grand jury, 
except insofar as disclosure is authorized by the court under Rule 16, or be- 
comes necessary at the trial or in pre-trial proceedings. 


Conduct of the Attorney—lIrregularities 


Only authorized attorneys for the Government, the witness under 
examination (interpreters when needed), and the stenographer may be pres- 
ent while the grand jury is in session. **| The rule would seem to preclude 
other Departmental personnel, such as experts, economists, or Bureau agents, 
except when testifying as witnesses. *'* Different special assistants may be 
present to handle different matters, and there is nothing prejudicial in 2 large 
number of Government attorneys being present. 


The Government attorney must not attempt to dominate or control the 
grand j jury, but since at the same time he may, and in practice must, advise 
the grand jurors as to the law, summarize the evidence for them, ask them to 
return the indictment submitted, and therein list the persons or corporations 
to be indicted, *™* he has great influence. It is said, however, that the at- 
torney must not press for an indictment or exhibit partisanship, 115 and he 
cannot withhold evidence from the jury nor prevent its consideration of 
the indictment nor remain during its deliberations and vote. *** Moreover, 
the jury may decline to proceed if it is not satisfied as to the purposes for 
which witnesses are called. *!* There is no requirement that the grand jury 
hear only competent evidence, and the courts will generally not look into 


(Grand jury discharged without indicting and civil suit filed. Discovery under Fen. R. 
Civ. P. 34 denied.) ; unreported opinion of Judge Freed, United States v. A. B. Dick Co., 
Crim. No. 18981, N.D. Ohio, April 5, 1949. (Defendant in antitrust suit sought dis- 
closure for use in subsequent —- in New York to determine whether fraud 
practiced on court by said defendant in patent infringement suits. Motion to order 
Government to supply copy of transcript, or compel stenographer to read notes, denied. 
However, the court stated it would furnish at request of New York court.) 

'"Fep. R. Crim. P. 6(d). 

™* See United States v. Brumfield, 85 F. Supp. 696 (W.D. La. 1949) (representative 
of Administrative Board concerned with violation present while witness testified). 

™ United States v. Central Supply Ass’n, 37 F. Supp. 890 (N.D. Ohio 1941) (7 
special assistants present). “The grand jury, in any case presented to it, is no doubt 
impressed with the fact that the Government wants an indictment.” Unreported opinion 
of Judge Wilkerson in United States v. Moses L. Annenberg, N.D. Ill, Dec. 19, 1939. 
(8 assistant district attorneys, 3 special assistants). See also House Judiciary Committee 
report on Sec. 310, Vol. II, H. R. Rep. 2901, 59th Cong., Ist Sess. 1905-06 (1917). 

™* United States v. Rintelen, 235 Fed. 787, 791-792 (S.D.N.Y. 1916); United States 
v. Central Supply Ass’n, 37 F. Supp. 890 (N.D. Ohio 1941) (all right to request jury to 
indict only 102 out of 217 co-conspirators). 

™ United States v. Huston, 28 F.2d 451 (N.D. Ohio 1928). 

4°Fep. R. Crim. P. 6(e); United States v. Wells, 163 Fed. 313 (D. Idaho 1908). 

"“"Norcross v. United States, 209 Fed. 13 (9th Cir. 1913). For an excellent prac- 
tical commentary on the prosecuting attorney’s conduct in the grand jury room, see 
Lewin, supra note 70, at 127-129. 
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the question of whether there was any competent evidence presented. aad 
This rule has been held particularly applicable to antitrust cases where an 
information could have been filed. 1°° 


If the grand jury votes against returning an indictment, there is noth- 
ing to prevent the Government attorneys from asking the jurors to recon- 
sider and, if on a later vote, an indictment is returned, it is valid. '*° 
Similarly, if one grand jury returns “not a true bill,” the matter may be 
presented to a second grand jury. *** 


It would thus seem that irregularities in the conduct of antitrust grand 
jury proceedings have in the past had little legal significance, because of the 
rule of secrecy and the requirement of specific allegation of facts showing 
prejudice. W ith the changes in Rule 6, the situation may now be somewhat 
different. But even if an indictment is set aside because of irregularities it 
will not necessarily affect the ultimate outcome. Unless the statute of limita- 
tions has been a bar, the Division can always reindict or proceed by 
information. 


Conduct of Witness—Contempt 


Witnesses may appear before the grand jury only at the request of the 
Government attorney or the grand jury. There exists no right in the citizen 
to give testimony or explanations before a grand jury, nor does the prosecut- 
ing attorney have to advise the grand jury of a witness’ request to do so. **? 


When a witness does appear in response to a lawful subpoena, he must 
answer the questions even if the answers will incriminate him, *** and he must 
answer them truthfully and fully. For a witness to deny knowledge when 
he obviously knows, or to make evasive and misleading answers, or in any 
other way to frustrate the investigation, is considered just as bad as perjury 
and is contemptuous. *** 

There is no set form of proceeding for contempts before the grand jury. 
Where the witness is recalcitrant or contumacious, the usual practice is to 
take him before the court on an oral presentment. The entire jury attends, 
and usually the stenographer, so that the questions and answers may be read 


"* McKinney v. United States, 199 Fed. 25 (8th Cir. 1912); United States v. Proctor 
& Gamble Co., 47 F. Supp. 676 (D. Mass. 1942); Brady v. United States, 24 F.2d 405 
(8th Cir. 1928). See also cases note 107, supra. Contra United States v. Goldman, 28 
F.2d 424 (D. Conn. 1928). 

* United States v. Adiantic Commission Co., 45 F. Supp. 187 (E.D. N. Car. 1942). 

% United States v. Simmons, 46 Fed. 65 (C.CS.D.N.Y. 1891). 

™ United States v. Thompson, 251 U.S. 407, 40 Sup, Cr. 289 (1920); United States v. 
Martin, 50 Fed. 918 (W.D. Va. 1892). 

™ United Srates v. Morse, 292 Fed. 273 (S.D.N.Y. 1922). Sometimes prospective 
defendants are allowed before the jury if they sign a waiver of immunity. 

See p. 623 infra. 

™ United States v. McGovern, 60 F.2d 880 (2d Cir. 1932); Loubriel v. United 
States, 9 F.2d 807 (2d Cir. 1926). 
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to the court. The judge usually first issues a warning and instructs the wit- 
ness as to proper behavior, *** and the witness returns to the grand jury room 
where he is given a chance to answer properly. For such a preliminary 
warning it is not necessary that the witness have counsel present. If the 
witness persists in his contumacy, he is brought before the court again and 
punished summarily. This time, however, he must have counsel, *** be ad- 
vised of the charge by either oral '*” or written presentment, *** and be 
allowed to defend or explain, which probably requires that, if requested, his 
counsel be allowed to see the transcript and have an opportunity to ascertain 
what questions and answers were made before the grand jury. '*° 


Where a witness does not show up at all in response to a subpoena, or 
the contempt is for conduct outside the grand jury or court, the proceedings 
are instituted by motion and order to show cause. A witness who is ad- 
judged guilty of contempt is committed to the custody of the United States 
Marshal until he agrees to comply, or he may be punished by fine or a 
specific term in jail. 


Production of Documents—Subpoenas Duces Tecum 


Because of the preponderance of documentary evidence in antitrust pro- 
ceedings, the law relating to its production before a grand jury, especially 
concerning subpoenas duces tecum, has particular importance. These mat- 
ters are discussed under the following topics: (a) Issuance and Service, 
(b) Validity and Scope, (c) Methods of Compliance and Attack, and 
(d) Impounding and Custody of Documentary Evidence. 


Issuance and Service. Rule 17 provides for the issuance and service of 
subpoenas ad testificandum and duces tecum and, although the rule does not 
mention grand juries, it has been stated by one of its authors to apply to 
both trial subpoenas and grand jury subpoenas. **® Under Rule 17 (a), the 
clerk issues subpoenas in blank, signed, and under the seal of the court, in 


‘* Blair v. United States, 250 U.S. 273, 277, 39 Sup. Cr. 468, 469 (1919). 

*°Q’Connell v. United States, 40 F.2d 201, 203 (2d Cir. 1930); United States v. 
McGovern, 60 F.2d 880, 888 (2d Cir. 1932). 

*" Wilson v. United States, 221 U.S. 361, 31 Sup. Cr. 538 (1911). 

™* Blair v. United States, 250 U.S. 273, 39 Sup. Cr. 468 (1919). A written present- 
ment is usually used where the witness is not contumacious but is acting on sities of 
counsel in a dispute over interpretation of the law. In such cases the lawyers for the 
witness are fie known and a hearing may be scheduled for a later day. 

™ Lang v. United States, 55 F.2d 922, 923 (2d Cir. 1932). 

™ Judge Holtzoff, VI NYU Insrirute Proceepines, op. cit. supra note 21, at 183. 
Fep. R. Crim. P. $4(a) (1), states that the rules apply to all “criminal proceedings” in 
district courts of the United States. A grand jury has been held to constitute a “pro- 
ceeding.” Hale v. Henkel, 201 U.S. 43, 26 Sup. Cr. 370 (1906). 28 U.S.C. § 655 (1940), 
which was repealed and superseded by Fep. R. Crim. P. 17, specifically, by its terms, 
authorized subpoenas for grand jury proceedings. The notes of the Advisors, VI NYU 
INsTITUTE PRoceEDINGS, supra note 21, at 32 state that Fep. R. Crim. P. 17 was patterned 
largely after Civil Rule 45 with the result, it would seem, that the language is not al- 
ways too appropriate for grand jury subpoenas. 
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any quantities that the Government attorneys request. The Division at- 
torneys then fill in the names of the witnesses and attach a list of the records 
desired. *** The subpoenas are served by the United States Marshal and a 
copy is left with the witness. 1? 


An antitrust grand jury subpoena may be served in any judicial dis- 
trict *** and even reach documents located in foreign countries, if they are in 
the possession or under the control of a corporation or person subject to 
the court’s jurisdiction. *** Where addressed to a corporation, service is 
usually made on an officer of the corporation, preferably the secretary. An 
antitrust subpoena may also be served upon a Secretary of State under state 
statutes authorizing foreign corporations to do business and designating the 
Secretary of State as agent for service of process. ** 


Because of the length of time required to respond to a typical antitrust 
subpoena duces tecum calling for a great quantity of corporate files, it is 
the practice of the Division to issue the subpoenas well in advance of the 
return date. Subpoenas, therefore, are frequently issued and served long be- 
fore the jury is impaneled. This is a practical necessity in most major in- 
vestigations and is probably unobjectionable although it would seem neces- 
sary for the grand jury to be in session on the return date. **° Furthermore, 
a subpoena duces tecum is probably not effective after the grand jury has 
been dismissed or its term expired. ‘** 


A subpoena duces tecum is, of course, not a search warrant and the 
Government investigators, or the marshal, may not search for and pick up 
the documents themselves. 

Validity and Scope. There is not much that the Government cannot 
obtain by a properly drafted grand jury subpoena duces tecum. The request 


“In many districts, such as Chicago, Denver, District of Columbia, etc., grand 
jury subpoenas duces tecum, prior to Fep. R. Crim. P. 17, could only be issued on mo- 
tion and order. This practice has now been discontinued. With the new procedure, it 
is also no longer necessary to furnish the clerk with a list of the witnesses’ names or for 
the clerk to keep a record of them. 

™ The new rules also permit service “by any other person who is not a party and 
who is not less than 18 years of age.” Fep. R. Crim. P. 17(d). FBI agents have been 
empowered to serve subpoenas under separate statute. 62 Strat. 817 (1948), 18 U.S.C. 
§ 3052 (1950 Supp.). 

38 Srat. 736 (1914); 15 U.S.C. § 23 (1946); Feo. R. Camm. P. 17(e). 

In re Harris, 27 F. Supp. 480 (S.D.N.Y. 1939); In the Matter of a Subpoena Ad- 
dressed to Canadian International Paper Co., CCH Trape Rec. Rep. (9th ed.) {[ 57,594 
(S.D.N.Y. 1947). 

™ Ibid. 

4% In re Chilcote, 9 F.R.D. 571 (N.D. Ohio 1949). It is doubtful whether the refer- 
ence in Fep. R. Crim. P. 17(c), to the production of documents “prior to the time when 
they are to be offered in evidence” was ever intended to refer to the Government se- 
curing documents for inspection in advance of their being presented to the grand jury. 

** Toubriel v. United States, 9 F.2d 807 (2d Cir. 1926); United States v. Collins, 
146 Fed. 553 (D. Ore. 1906); In re Application of Bendix Aviation Corp., 58 F. Supp. 
953 (S.D.N.Y. 1945). 
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~ must be “reasonable.” *** What that requirement means can only be under- 
stood by examining the tests laid down in the cases. 


First, the subpoena must not be so broad and sweeping as to approach 
the character of the old general warrants or writs of assistance, because com- 
pelling the production of all of a person’s books and records with the hope 
of uncovering something incriminating is the equivalent of an unreasonable 
search and seizure in violation of the Fourth Amendment. **° It must not be 
a “fishing expedition,” or “a search through all of respondent’s records, 
relevant or irrelevant, in the hope that something will turn up.” *° This rule 
is not of much practical significance since it refers to a general type of 
subpoena request no longer utilized. ** 


Second, the documents called for must have some materiality to the 
investigation, **? but the “probable materiality” may be indicated by the 
descriptions of the subject matter in the subpoena. *** Since the court can- 
not control the subject matter of the grand jury investigation, nor limit the 
jury by speculation as to the probable violations it might uncover, this rule 
has come to mean principally that the subpoena must describe the subject 
matter of the records called for rather than that the court should determine 
the relevancy of that subject matter. *** On occasion, however, the courts 
have restricted subject matter. **° 


™ Fep. R. Crim. P. 17(c) permits the court to quash or modify a subpoena “if com- 
pliance would be unreasonable or oppressive.” 

™ Hale v. Henkel, 201 U.S. 43, 76, 26 Sup Ct. 370, 379 (1906); Boyd v. United 
States, 116 U.S. 616 (1886); In re United Shoe Machinery Corp., 7 F.R.D. 756 (D. Mass. 
1947). For a discussion of the so-called “constructive search” doctrine, see Oklahoma 
Press Publishing Co. v. Walling, 327 U.S. 186, 66 Sup. Ct. 494 (1946). A grand jury 
subpoena is not limited to what could be secured under a search warrant. In re In- 
vestigation Conducted by Attorney General of United States, 27 F. Supp. 997 (S.D.N.Y. 
1939). 

™“° Mr. Justice Holmes’ tirade in Federal Trade Commission v. American Tobacco 
Co., 264 US. 298, 306, 44 Sup. Cr. 336, 337 (1924). 

In the Tobacco case, the subpoena called for all letters, telegrams, and reports 
from or to its salesmen, or from or to all tobacco jobbers or wholesale grocers’ associa- 
tions, and all correspondence and contracts with a list of corporations named. In Hale v. 
Henkel, the subpoena called for all contracts, agreements, correspondence, and mem- 
oranda between X and six other companies from the date of X’s organization. But see 
Application of Harry Alexander, Inc., 8 F.R.D. 559, 560 (S.D.N.Y. 1949), where the 
court characterized the subpoena as a “studied attempt to include what is incorporated 
in the imaginative concept of every shred of paper in a contractor’s office.” 

Hale v. Henkel, 201 U.S. 43, 61, 26 Sup. Ct. 370, 373 (1906). 

“* Brown v. United States, 276 U.S. 134, 48 Sup. Cr. 288 (1928). 

“In re American Medical Ass’n, 26 F. Supp. 58 (D.D.C. 1938). This would seem 
to be the reason for the distinction between the subpoena in Hale v. Henkel and the 
subpoena in the Brown case. In the latter, the subpoena called for documents passing 
between certain companies during the years 1922 to 1925 relating to a specific subject 
matter, namely, the manufacture and sale of case goods, particularly with reference to 
minutes of the association, minutes of members, costs, rates, price lists, discounts, etc. 

“8 In re Eastman Kodak Co., 7 F.R.D. 760, 767 (W.D.N.Y. 1947); In re Grand 
Jury Investigation, 33 F. Supp. 367 (M.D. N. Car. 1940) (limited to fertilizer). 
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Third, the subpoena must be limited to a “reasonable” period of time. ™** 
This would seem to be an offshoot of the materiality rule. Since the intent 
with which a combination or agreement is conceived may make the differ- 
ence between legality and illegality, it would ordinarily be difficult for a 
court to tell in advance how far back the jury needs to go in its inquiry, but 
the courts have frequently imposed limitations upon the period of time 
covered by the subpoena. '** Although the express reasons vary, *** in most 
of these cases it would appear that the court was concerned about unneces- 
sarily burdening the witness. 

In some cases the courts have imposed limitations of time, subject to 
being lifted if it appeared during the investigation that the earlier documents 
were needed. '*” 


Fourth, the documents must be described with sufficient definiteness 
and particularity to enable the witness to know what is wanted. From a 
practical standpoint, this would seem to be the principal requirement in a 
grand jury subpoena. It does not mean a description of each particular 
paper, but a sufficiently detailed description of classes of papers so that a 
person with ordinary intelligence can pick them out.**° A description of 


“© Brown v. United States, 276 U.S. 134, 48 Sup. Cr. 288 (1928). 

“* Hale v. Henkel, 201 U.S. 43, 26 Sup. Cr. 370 (1906) (from date of incorpora- 
tion—too long); Im re United Shoe Machinery Corp., 7 F.R.D. 756 (D. Mass. 1947) 
(27 years too long, except for corporation’s annual reports—permitted 10 years); In re 
Fred W. Mears Heel Co., 7 F.R.D. 759 (D. Mass. 1947) (limited to 10 years from date 
of subpoena); In re United Last Co., 7 F.R.D. 759 (D. Mass. 1947) (period from 1927 
to 1933 too long in connection with the shoe machinery cases). See United States v. 
United Shoe Machinery Co., CCH Trape Rec. Rep. (9th ed.) {| 62,298 (D. Mass. 1948) 
(discovery under Fen. R. Civ. P. 34 is broader than the scope of a grand jury subpoena 
because no three-year statute of limitations exists in civil cases—allowed 29 years); 
United States v. Medical Society of District of Columbia, 26 F. Supp. 55 (D.D.C. 1938) 
(1916 to 1938 too long—second subpoena going back only to 1927 permitted), 
In re Grand Jury Investigation (fertilizer), 33 F. Supp. 367 (M.D. N. Car. 1940) 
(10 years O.K.); Im re Eastman Kodak Co, 7 F.R.D. 760 (W.D.N.Y. 1947) 
(periods ranging from 26 to 46 years too long); Petition of Borden Co., 75 F. Supp. 857, 
864 (N.D. Ill. 1948) (20 years O.K. even though possibility of finding violations of law 
that far back would be inconsistent with results of previous antitrust investigations). 

“*In the Eastman Kodak case, the court held that the fact the company had been 
involved in many prior actions and proceedings by the Department of Justice and the 
Federal Trade Commission showed no need for the long periods of time covered by the 
subpoena. In the North Carolina Fertilizer investigation, the court held that the period 
of time would have been too long, except for the fact that the companies had been in- 
volved in an earlier suit in 1926 and the documents might be needed to show continua- 
tion of practices. 

*” In re Eastman Kodak Co., 7 F.R.D. 760, 766 (W.D.N.Y. 1947); In re Grand Jury 
Investigation (fertilizer), 33 F. Supp. 367 (M.D. N. Car. 1940). 

© In re Storror, 63 Fed. 564, 568 (N.D. Cal. 1894); Im re Eastman Kodak Co., 7 
F.R.D. 760 (W.D.N.Y. 1947); United States v. Distillery No. Twenty-Eight, 25 Fed. 
Cas. No. 14,966, at 869 (D. Ind. 1875); United States v. Babcock, 24 Fed. Cas. No. 14,484, 
at 908 (C.C_E.D. Mo. 1876); Brown v. United States, 276 U.S. 134, 143, 48 Sup. Cr. 288, 
290 (1928); United States v. Medical Society of District of Columbia, 26 F. Supp. 55 
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_ the subject matter of the documents, the persons or corporations between 
which they passed, and a limited period of time, would seem sufficient. It 
is a frequent practice now in major grand jury investigations for the Di- 
vision to prepare a subpoena containing a list A of subject matters, and a 
list B of companies and persons in the industry involved. The subpoena 
then requests all correspondence, etc., passing between the witness and the 
persons and corporations named in list B during a designated period, re- 
lating to the subject matters in list A; all reports and inter-office memoranda 
of salesmen and executives written or dictated during the designated period 
relating to list A, etc. Some of the cases have upheld subpoenas which 
were less specific. *** 


Fifth, the burdensomeness of compliance does not in itself make the 
subpoena unreasonable.*** It is recognized that the amount of records 
called for in an antitrust investigation is oftentimes unavoidable by reason of 
the complexity and magnitude of the practices and industry being investi- 


(D.D.C. 1938) (subpoena paragraph called for “all correspondence,” etc. of boards, 
committees, officers of A.M.A. passing between it and any hospital, medical society or 
association, relating to 12 named organizations and individuals from 1916 to 1938, or to 
any other organization, its members, staffs or personnel engaged in providing medical 
care—motion to quash granted because persons searching could not be expected to 
know names of all such persons and organizations); see also Application of Harry 
Alexander, Inc., 8 F.R.D. 559, 560 (S.D.N.Y. 1949) (“what could be readily located by 
an intelligent clerk”). 

*! Wheeler v. United States, 226 US. 478, 33 Sup. Cr. 158 (1913) (all cash books, 
journals, ledgers and all copies of letters and telegrams covering the period from Oct. 1, 
1909, to Jan. 1, 1911); Wilson v. United States, 221 U.S. 361, 31 Sup. Cr. 538 (1911) 
(letterpress copy books containing letters and telegrams signed by the president of the 
company during two months in regard to alleged violations of United States statutes). 
See also Hammond Packing Co v. Arkansas, 212 U.S. 322, 29 Sup. Ct. 370 (1909); Con- 
solidated Rendering Co. v. Vermont, 207 U.S. 541, 28 Sup. Cr. 178 (1908). 


The classic statement of this rule (often quoted in Government briefs), is found 
in the unreported opinion of Judge Barnes on Petition of Borden Company to quash two 
subpoenas duces tecum in the 1938 Chicago milk investigation (N.D. Ill., Sept. 12, 1938): 
“I do not think that the question of reasonableness or unreasonableness in the demands 
of a subpoena duces tecum is to be determined by the number of documents called for, 
their weight, or the aggregate of their mass. . . If the issues demand the bringing in of 
many documents of great weight and of great mass then the request for those docu- 
ments, numerous though they be, though they be weighty, though they fill up the court 
room, is reasonable. . . I can conceive of cases where entirely reasonable requests might 
compel a person to cease business for a time. .. When one looks over these subpoenas 
one gathers that the grand jury is investigating the miik situation in the Chicago area. 
One can readily see that many, many hundreds, thousands, maybe millions of items of 
evidence might be considered in the consideration of that question. It may well be that 
somebody will be very greatly inconvenienced in producing evidence. That is un- 
fortunate. Courts are all the time inconveniencing somebody, bringing in defendants 
against their will, bringing in witnesses against their will, compelling men to give up 
their ordinary affairs in business and come in here and wait in court for days at a 
time. . . . But, that is no reason why the courts should cease to function, or why the 
grand jury should cease to operate.” 
















































618 ANTITRUST LAW [Vor. 1950 


gated. *** However, the burden of compliance has unquestionably been a 
factor which has impressed the courts in quashing or modifying subpoenas 
duces tecum. ?°* 


Sixth, a subpoena may not be used to secure privileged communica- 
tions. 155 


Methods of Compliance and Attack. A subpoena duces tecum, being 
in effect an order of the court, must be obeyed under penalty of contempt, 
and the fact that the subpoena may be unreasonable, or that it calls for 
privileged communications, does not save the witness from contempt for his 
disregard of the subpoena.*** It is, therefore, important that a witness 
promptly make his objections to a subpoena duces tecum by motion to 
quash or to modify. **" If the court quashes the subpoena, there is nothing 
to prevent the Government from issuing a second subpoena containing 
descriptions of the subject matter with the requisite particularity. 


If the court overrules the objection and orders the witness to produce, 
he then has no alternative except to obey or be punished for contempt, since 
the order denying the motion is interlocutory and not appealable. *** If the 


*“ The Borden subpoena was also a classic example of a “burdensome” subpoena. 
The response weighed 50 tons, filled 10 truckloads and required strengthening one wing 
of the courthouse in order to store the documents. See Petition of Borden Co., 75 F. 
Supp. 857 (N.D. Ill. 1948). See also United States v. Watson, 266 Fed. 736, 738 (N.D. 
Fla. 1920); In re Motion to Quash Subpoenas Duces Tecum Returnable before the Sec- 
ond Grand Jury, 30 F. Supp. 527 (S.D. Cal. 1939); In re Grand Jury Investigation, 33 
F. Supp. 367 (M.D. N. Car. 1940); In re United Shoe Machinery Corp., 7 F.R.D. 756 
(D. Mass. 1947). 

™ Application of Harry Alexander, Inc., 8 F.R.D. 559 (S.D.N.Y. 1949) (9,600 ac- 
tive contracts to account for, 15 filing cabinets of records); In re Subpoena Duces 
Tecum addressed to United Shoe Machinery Corp., CCH Trane Rec. Rep. (9th ed.) 
{| 57,535 (D. Mass. 1947) (would put a stop to company’s business if complied with). 
Query: Whether the use of the word “oppressive” in Fep. R. Crim. P. 17(c) 
specifically adds burdensomeness as a ground for quashing or modifying a subpoena 
duces tecum? 

“See United States v. Medical Society of District of Columbia, 26 F. Supp. 55, 56 
(D.D.C. 1938) (where the subpoena called for all correspondence and memoranda re- 
lating to investigations by the Department of Justice of the company’s activities, which 
the court held, by its terms, covered privileged communications); cf. United States v. 
Ideal Cement Co., No. 9336, D. Colo., Aug. 22, 1941 (order of Judge Symes granting 
petition of Harry H. Rubenstein to quash grand jury subpoena calling for correspond- 
ence between attorney and corporation and its officers). Petition of Borden Co., 75 F. 
Supp. 857, 861 (N.D. Ill. 1948) (reports of public accountants not privileged). 

“Brown v. United States, 276 US. 134, 48 Sup. Cr. 288 (1928); Consolidated 
Rendering Co. v. Vermont, 207 U.S. 541, 554, 28 Sup. Cr. 178, 181 (1908). Fep. R. Crm. 
P. 17(g) provides “failure by any person without adequate excuse to obey a subpoena 
served upon him may be deemed a contempt of the court from which the subpoena 
issued. . .” 

“' Fep. R. Crim. P. 17(c). This probably means the motion must be made before 
the return date. Cf. Fep. R. Civ. P. 45(b). 

“* Cobbledick v. United States, 309 U.S. 323, 60 Sup. Cr. 540 (1940); Alexander v. 
United States, 201 U.S. 117, 26 Sup. Cr. 356 (1906). 
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witness is committed, he may raise the question in a higher court by appeal- 
ing from the judgment dismissing his writ of habeas corpus. This is con- 
sidered to be adequate protection for a witness without opening up a pro- 
cedure for impeding grand jury proceedings. It is important to note that 
documents obtained by a subpoena duces tecum lawfully issued, even if the 
subpoena is too broad or the jury process otherwise invalid, will not provide 
grounds for suppression of the documents as in the case of an actual illegal 
search and seizure. °° 


Because the bulk of material in antitrust investigations is so great, various 
alternative procedures have been used on occasion in lieu of strict com- 
pliance with the subpoena. Sometimes the Division offers to conduct a file 
search for what it wants in lieu of physical compliance by the company, if 
the latter grants complete and unqualified access to its files. ** Sometimes 
the company offers to supply statistical tables of the facts the Government 
desires, rather than supplying the actual accounting records. On one oc- 
casion the Division sent letters to the companies at the time of service offer- 
ing them the opportunity of mailing in the records with an affidavit to the 
effect that the submission was in full compliance. Sometimes the courts 
themselves endeavor to work out methods of compliance. *** Where a need 
can be shown, the court almost always grants a company additional time 
to collect the documents. Sometimes it will order that dates of compliance 
be staggered and the records produced in installments so as not to impede 
the business of the company any more than necessary, or to congest the 
archives of the grand jury. ** However, a corporation should be required 
to make only one search of its files and the Government has not been per- 
mitted to issue several short subpoenas for portions of records as the jury 
examines them, but must file one subpoena calling for all the documents in 
the aggregate. **° 


The question of where physical production of the records must be made 
and, in the case of a subpoena addressed to a corporation, who should pro- 
duce, has raised certain problems. The cases seem to hold that compli- 


* United States v. Wallace & Tiernan Co., 336 U.S. 793, 69 Sup. Cr. 824 (1949). 

™ Terrel, supra note 15, at 102; In re Investigation Conducted by the Attorney 
General of the United States, 27 F. Supp. 997, 998 (S.D.N.Y. 1939). 

™ In re Grand Jury Investigation, 33 F. Supp. 367, 372 (M.D. N. Car. 1940) (order 
entered permitting company to make documents called for by subpoena available at 
company offices with right of Government to select those it desired and to present only 
those to the grand jury); In re Matter of Grand Jury Subpoena addressed to Canadian 
International Paper Co., CCH Trave Rec. Rep. (9th ed.) {1 57,594 (S.D.N.Y. 1947) 
(subpoena held too sweeping, court suggested counsel get together, court to hold fur- 
ther hearing only on matters of disagreement). 

™ In re Motions to Quash Subpoenas Duces Tecum Returnable before the Second 
Grand Jury, 30 F. Supp. 527 (S.D. Cal. 1939); In re Grand Jury Investigation (fertilizer), 
33 F. Supp. 367, 372 (M.D. N. Car. 1940). 
™ Petition of Borden Co., 75 F. Supp. 857 (N.D. Ill. 1948). 
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ance is made by production before the grand jury and not by merely 
turning the documents over to the Division investigators or attorneys. *** 


The question of who should appear in response to a subpoena addressed 
to a corporation has not been so easy to answer. Some of the cases hold that 
anyone can produce the records for a corporation, that the corporation may 
select its own messenger, that production itself identifies the records and is 
an admission that they are what was called for, '°* and that it is not necessary 
for an individual to appear and testify even if the subpoena contains an ad 
testificandum clause. *** 


In the recent Chilcote case,'*" the opposite view was taken. The at- 
torney for the corporation, over the objection of the Division’s attorneys, 
deposited the records at the Division’s field office with a letter stating they 
constituted complete response to the subpoena. No appearance was made 
before the grand jury. The court held that it was the duty of the chief 
executive of the company to appear himself, or send a responsible officer or 
representative to attend the grand jury and await its questions and dismissal. 
A corporation could testify through its agents but a messenger was not 
enough. *** It was also said that it would be impractical to require the 
Government to issue separate ad testificandum subpoenas to specified officers. 


The Government has, however, in the past frequently issued corporate 
subpoenas addressed to the attention of specified officers. Where subpoenas 
are addressed to individual officers who do not have custody and cannot 
obtain the documents, such officers cannot be held in contempt for failure 
to produce. **" 


‘* United States v. Invader Oil Corp, 5 F.2d 715, 716 (S.D. Cal. 1925); In re 
Chilcote Co., 9 F.R.D. 571 (N.D. Ohio 1949); aff'd, A. A. Chilcote v. United States, 177 
F.2d 375 (6th Cir. 1949). 

16 In re Bornn Hat Co., 184 Fed. 506, 508 (C.C.S.D.N.Y. 1911); Im re American 
Sugar Refining Co., 178 Fed. 109 (S.D.N.Y. 1910); In re Application of Bendix Aviation 
Corp., 58 F. Supp. 953 (S.D.N.Y. 1945). 

 Essgee v. United States, 262 U.S. 151, 157, 43 Sup. Cr. 514, 517 (1923). However, 
see Consolidated Rendering Co. v. Vermont, 207 US. 541, 554-555, 28 Sup. Cr. 178, 182 
(1908), holding that a corporation is entitled to have the person who brings them in 
sworn and identify the papers. 

‘“* In re Chilcote Co., 9 F.R.D. 571 (N.D. Ohio 1949). Here the subpoena was 
addressed to the corporation, contained an ad testificandum clause, and was served on 
Chilcote, the president of the corporation. 

* The Chilcote case has the support of Wilson v. United States, 221 U.S. 361, 31 
Sup. Ct. 538 (1911). There it was held that a subpoena could be issued to a corporation 
or to the officer who had custody of the records. The Supreme Court stated that a 
command to the corporation was a command to its responsible officers and if they, ap- 
prised of the subpoena, failed to take appropriate action within their power to comply, 
they, no less than the corporation, were guilty of contempt. 

® United States v. American Tobacco Co., 146 Fed. 557 (C.CS.D.N.Y. 1906). 
The corporation would also not be in contempt if the individual witness refused to ap- 
pear. Hammond Packing Co. v. Arkansas, 212 U.S. 322, 29 Sup. Cr. 370 (1909). 
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Impounding and Custody. In an early antitrust case, it was stated that 
the Government attorneys could not remove subpoenaed documents from 
the grand jury room, but must inspect them in the immediate presence of 
the grand jurors; it was also said that the documents could be removed by 
the witness who brought them at the end of each particular session of the 
grand jury. '*’ These rules were apparently founded on the theory that 
otherwise the door would be open to disclosure to unauthorized persons and 
result in violations of the rule of secrecy. They were not, however, made 
in contemplation of the practical problems i involved in a modern antitrust 
investigation, namely, the sifting and sorting of thousands of documents, the 
tabulating of statistics from accounting records, the selection from the mass 
the particular documents relevant to the alleged violation—none of which 
is very often, if ever, done by the jurors but is handled by the Government 
attorneys. *7' Subsequent decisions, recognizing these problems, have per- 
mitted examination outside the grand jury room and have not allowed the 
witness to remove records at the end of each day’s session. 1% 


A very recent case has brought the problem into focus. In Application 
of Mesta Machine Company,‘"* the secretary produced corporate docu- 
ments and asked the jury to return them at the end of the day. This was 
refused. After the grand jury adjourned for the day, the secretary and 
counsel attempted to take the records from the grand jury room and were 
prevented from doing so by the Government attorneys. The grand jury 
was then recessed for two weeks to permit the Government attorneys to 
examine the records. A petition was filed seeking return of the documents 
as an unreasonable seizure under the Fourth Amendment. The court denied 


*° In re American Sugar Refining Co., 178 Fed. 109 (C.C.S.D.N.Y. 1910). 

™ E.g., the Plumbing investigation in Cleveland, where 250 subpoenas duces tecum 
and 125 ad testificandum were issued, resulting in the submission of over 100 cabinet 
drawers of records. The time of seven special attorneys was required for weeks, most 
of it spent outside the grand jury room in sorting out the records. Brief of United 
States on Motion to Strike Pleas in Abatement, Aug. 1, 1940, United States v. Central 
Supply Ass’n, Crim. No. 16750, N.D. Ohio. 

* In re Matter of Subpoena directed to Bavo & Dollar, Ltd., eens opinion of 
Judge Holt, $.D.N.Y., Aug. 15, 1912 (must have leisure to examine books and not neces- 
sary that examine in the immediate presence of grand jury). In the North Carolina 
Fertilizer case, United States v. National Fertilizer Ass’n, Inc., Crim. No. 1167, M.D. 
N. Car., the court originally ordered, May 13, 1940, that the documents be kept locked 
in the grand jury room with access thereto permitted only to the court officer handling 
the records for the grand jury. On July 31, 1940, this order was modified to permit 
the Government attorneys to inspect and arrange the documents in order to expedite 
the proceedings and to call the jury’s attention to relevant documents. The court then, 
on Aug. 26, 1940, ordered the Government to keep a record of all papers examined 
outside the presence of the grand jury. On April 24, 1941, the court ordered the Gov- 
ernment to return all documents not read into the record of the grand jury proceedings 
or identified therein. 

"No. 1623, Misc. Docket, W.D. Pa. Opinion and amended order of Judge Marsh 
dated Aug. 7, 1950. Aff’d, per curiam, Opinion No. 10,283, 3d Cir., Oct. 13, 1950. 
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the petition but ordered the Government to permit Mesta to have copies 
made, to return as soon as possible those not necessary for the grand jury, 
to return all papers when the grand jury was discharged, and not to remove 
the documents from the Federal Building. The court said that the jury 
was “in session” even though it had recessed, that it was not necessary for 
the jurors to actually sit around while the Government attorneys did the 
laborious work of sorting and sifting the records for further exhibition to 
the jurors. The court indicated, however, that the Government attorneys 
must guard the records from contact of unauthorized sources. 1" 


Although it seems clear that the subpoena holds the documents only 
until the grand jury is discharged, it is equally clear that the Government 
may prevent loss or destruction of documents by having them impounded. **° 
Impounding orders have been issued authorizing different types of custody 
and inspection. Usually the records are placed in the custody of the clerk 
of the court for preservation and safeguarding “until further order of the 
court” or “for use in the preparation of trial and the trial.”*"° The im- 
pounding orders almost always provide for access and inspection by both 
defense and Government counsel. In some cases, the documents have been 
impounded in the custody of the Antitrust Division, *"” or subsequent orders 
have permitted removal to the Department’s offices, *"* or to the defendant’s 
offices. 17° It was indicated in one case, however, that without a specific 
order of the court, the Government attorney would be in contempt for re- 
moving documents from the grand jury room or for taking them out of the 
jurisdiction to the Government's offices in another city for examination. *®° 


** This still leaves open the question of whether the records may be studied or 
tabulated by economists, experts, clerks, or other personnel of the Department of Justice 
who are not authorized to appear before a grand jury. 

*® Perlman v. United States, 247 U.S. 7, 38 Sup. Cr. 417 (1918); United States v. 
McHie, 196 Fed. 586 (N.D. Ill. 1912); United States v. B. Goedde & Co., 40 F. Supp. 
523, 534 (E.D. Ill. 1941). 

*° Under this latter clause, there may be some question as to whether the documents 
could be retained for a superseding information or civil suit. See order of Judge 
Rifkind in United States v. Linen Supply Ass’n of Greater New York, Inc., Crim. No. 
113-394, S.D.N.Y., Oct. 13, 1943. 

17 United States v. Union Carbide & Carbon Co., Crim. No. 11002, D. Colo., order 
dated June 27, 1946. This order was subsequently attacked on the grounds that reten- 
tion in the Government offices was an illegal seizure. Motion of Vanadium Corp. of 
America, Aug. 29, 1946. A stipulation was entered returning the documents to the 
defendant and setting aside the impounding order. 

*® United States v. Central Supply Ass’n, Crim. No. 16750, N.D. Ohio, order dated 
April 10, 1940, permitting shipment of documents to Washington for examination and 
requiring return to clerk 30 days before trial. 

7° United States v. National Fertilizer Ass'n, Inc., Crim. No. 1167, M.D. N. Car., 
order dated March 31, 1941. 

* In re Grand Jury Subpoena Duces Tecum to Standard Sand & Gravel Co., N.D. 
W. Va., May 1, 1950 (grand jury held in Wheeling, West Virginia—documents taken 
to Division field office in Cleveland for inspection. Documents ordered returned to 
defendant, but defendant’s motion to suppress as illegal seizure under Fourth Amend- 
ment denied). 
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Self-Incrimination—Immunity 
Under the Fifth Amendment a person is guaranteed against self- 
incrimination, but under statutes granting equivalent immunity against pro- 
secution for incriminating testimony, the testimony may be compelled. ** 
The immunity statute applicable to grand jury proceedings under the anti- 
trust laws provides: 


“No person shall be prosecuted or be subjected to any penalty or for- 
feiture for or on account of any transaction, matter, or thing concerning 
which he may testify or produce evidence, documentary or otherwise, 
in any proceeding, suit or prosecution under . . . [the antitrust laws]: 
Provided, that no person so testifying shall be exempt from prosecution 
or punishment for perjury committed in so testifying.” ** 


A later amendment adds that: 


“, .. immunity shall extend only to a natural person who, in obedience 
to a subpoena, gives testimony under oath or produces evidence, docu- 
mentary or otherwise, under oath.” ** 


Hence, the immunity does not apply to testimony or records given volun- 
tarily, nor to records produced in response to a subpoena duces tecum, if 
they are merely turned over to the Government attorneys rather than pro- 
duced under oath before the grand jury. ** 


Under these statutes, a sworn witness appearing before an antitrust 
grand jury under compulsion of subpoena may not refuse to testify but gets 
immunity with respect to anything incriminating he says, and his immunity 
is not waived by failure to claim it as in the case of immunity provisions 
covering many other statutes. *** The Division attorneys must, therefore, 
decide in advance whether to forego the opportunity to question so they 
may prosecute, or else put the witness under oath with the knowledge that 
he will have immunity from prosecution as to “any matter substantially con- 
nected with the transactions in respect of which he testified. **° 


The privilege, and hence immunity, does not apply to a corporation, *** 


™ Brown v. Walker, 161 U.S. 591, 16 Sup. Cr. 644 (1896). 

2 32 Srat. 904 (1903), 15 U.S.C. § 32 (1946). 

8 34 Strat. 798 (1906), 15 U.S.C. § 33 (1946). 

™ United States v. Greater Kansas City Retail Coal Merchants Ass’n, 85 F. Supp. 
503 (W.D. Mo. 1949). 

™ United States v. Monia, 317 U.S. 424, 63 Sup. Cr. 409 (1943). Cf. Securities and 
Exchange Act, 48 Strat. 900 (1936), 15 U.S.C. § 78u(d) (1946) (immunity granted the 
witness only “after having claimed his privilege against self-incrimination.”) 

™ United States v. Monia, 317 U.S. 424, 430, 63 Sup. Cr. 409, 412 (1943). 

*™ United States v. Bausch & Lomb Optical Co., 321 U.S. 707, 726, 64 Sup. Cr. 805, 
815 (1944); Wilson v. United States, 221 U.S. 361, 31 Sup. Cr. 538 (1911); Hale v. 
Henkel, 201 U.S. 43, 26 Sup. Ct. 370 (1906). 
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or an unincorporated association, '** or a union, '** and any of these organi- 
zations is a proper entity to which a subpoena may be directed. 


The privilege is personal to the witness and does not apply if his testi- 
mony incriminates the corporation or someone else. Nor may an officer 
of a corporation or a union refuse to produce, or secure immunity for the 
production of, corporate or union records which tend to incriminate him 
since they are papers of the corporation or union which the officer holds in 
his official and not personal capacity.’ Similarly, testimony auxiliary to 
the production of corporate or union records, such as authentication or 
identification, is as unprivileged as the records themselves. *% 


The testimony of an officer of a corporation, auxiliary to the produc- 
tion of records called for by a subpoena addressed to the corporation, raises 
some peculiar problems. In the first place, is such a witness testifying in 
obedience to a subpoena within the meaning of Section 33? In the second 
place, if he is, when does his testimony cease being auxiliary to the produc- 
tion of records and become personally incriminating? The first question 
was the one which bothered the attorney in the Chilcote case, who was 
afraid that if his client, the president, did not have a personal subpoena but 
merely appeared and testified to the subpoena addressed to the company, he 
might not be able to claim immunity under Section 33. The District Court 
in the Chilcote case stated it could “not believe that any court would reject a 
claim of immunity, timely asserted, by an officer or a representative of a 
corporation, on any theory that such officer or representative responding to 
a subpoena directed only to the corporation was a volunteer. . .” '°? Never- 
theless, in the Brick Cheese case, the claim of immunity under these circum- 
stances was rejected.’’* There the general manager appeared with docu- 
ments called for in a subpoena duces tecum addressed to his corporation. 
While on the witness stand, he was questioned and testified as to discussions 
with other members of the Exchange regarding cheese prices and as to how 


™ Brown v. United States, 276 U.S. 134, 48 Sup. Cr. 288 (1928). 

“ United States v. White, 322 U.S. 694, 64 Sup. Cr. 1248 (1944). 

“ Ibid. Essgee Co. v. United States, 262 U.S. 151, 158, 43 Sup. Cr. 514, 517 (1923); 
Wilson vy. United States, 221 U.S. 361, 31 Sup. Cr. 538 (1911). Where personal records 
are mixed with corporate records, the court in the Wilson case suggested removal of the 
personal records under the supervision of the court. But see United States v. Consum- 
ers Ice Co., 84 F. Supp. 46 (W.D. La. 1949), where the court granted no immunity for 
proprietorship documents mixed up with corporate records. See also Wheeler v. 
United States, 226 U.S. 478, 33 Sup. Ct. 158 (1913), where, in a subpoena addressed to 
the corporation and served on the treasurer and president, the court held no privilege 
existed even though corporation had been dissolved and title to the records transferred 
to the treasurer and president. 

** United States v. Illinois Alcohol Co., 45 F.2d 145, 149 (2d Cir. 1930); United 
States v. Austin-Bagley Corp., 31 F.2d 229, 234 (2d Cir. 1929); United States v. Lay Fish 
Co., 13 F.2d 136 (S.D.N.Y. 1926); United States v. Greater Kansas City Retail Coal 
Merchants Ass'n, 85 F. Supp. 503 (W.D. Mo. 1949). 

“ In re Chilcote, 9 F.R.D. 571, 573 (N.D. Ohio 1949). 

‘* Plea in Bar of R. J. Brown, July 31, 1942, United States v. Wisconsin Cheese 
Exchange, Crim. No. 33198, N.D. Ill. 
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his company’s prices were determined. After he was indicted, the witness 
filed a plea in bar under Section 32. The Government moved to dismiss 
on the grounds that he had not testified under compulsion of a subpoena 
addressed to him, citing Section 33. The motion to dismiss was granted. 


In order to avoid this dilemma, it would seem advisable, at least until the 
law is clarified, for an attorney to advise his client under such circumstances 
to appear with the records, to identify himself and the records, but before 
giving any further testimony to insist upon a personal subpoena. *** 


The second question is still a problem, even assuming a personal sub- 
poena has been issued; that is, what is testimony that gives immunity? The 
rule is that the testimony must, in a substantial way, relate to, or connect the 
witness with, the transaction for which indicted, and this would seem to 
mean that the statute is not restricted precisely to what would be self- 
incriminating under the Fifth Amendment. *** Therefore, it would seem 
that anything beyond identification of the witness and the records might 
secure immunity, depending on the circumstances, e.g., the witness’ relation- 
ship to the organization, *** or how contracts involved in a conspiracy were 
negotiated. **” 

Another immunity problem is raised in connection with subpoenas 
duces tecum for the production of partnership records. If the partnership 
represents organized institutional activity, as distinguished from the indi- 
vidual activity of its partners, the same rule would probably apply as in the 
case of unions.’** In what is apparently the only decided case on the 
subject, **? the Government issued a subpoena to one member of a family 
partnership calling for partnership records. A motion to quash was made 
on the grounds that the partnership papers are the papers of all the partners, 
not just one of them, and that, hence, a subpoena addressed to one was an 
illegal seizure of private papers as to the others, and was a denial to the others 
of their right against self-incrimination since only the partner subpoenaed 
secured immunity. The court granted the motion, stating that the subpoena 


Some Division attorneys have saenty agreed with the views of the court in 
the Chilcote case and have been careful to warn officers appearing under corporate 
subpoenas that they are only to testify to the extent of identifying the records. See 
United States v. Consumers Ice Co., 84 F. Supp. 46 (W.D. La. 1949). In Lumber Prod- 
ucts Ass’n, Inc. v. United States, 144 F.2d 546 (9th Cir. 1944), union officers testified in 
response to subpoenas duces tecum addressed to the union, but the Government did nor 
raise the point of Section 33. 

** United States v. Monia, 317 U.S. 424, 425-426, 430, 63 Sup. Cr. 409, 412 (1943). 
But see Miller v. United States, 95 F.2d 492, 494 (9th Cir. 1938). 

™ Edwards v. United States, 312 U.S. 473, 479, 61 Sup. Cr. 669, 673 (1941). But see 
Heike v. United States, 192 Fed. 83 (2d Cir. 1911). 

“TT umber Products Ass’n, Inc. v. United States, 144 F.2d 546 (9th Cir. 1944). 

™ See United States v. White, 322 U.S. 694, 64 Sup. Cr. 1248 (1944); Hemphill v. 
Orloff, 277 U.S. 537, 550, 48 Sup. Ct. 577, 579 (1928); United States v. Invader Oil Corp., 
5 F.2d 715 (S.D. Cal. 1925) (form of organization not important—no immunity to keep- 
er of records of investment trust.) 

‘* In re Subpoena Duces Tecum, 81 F. Supp. 418 (N.D. Cal. 1948). 
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to be valid in the case of a family partnership would have to be addressed to 
all of the individual parmers. The court, however, recognized that some 
partnerships like unions might reach the stature of separate organizations, 
distinct from the individual members. 


Misuse of the Grand Jury 


Because of the independence and prestige of the federal grand jury, the 
courts have been reluctant to curtail or impede their investigations. How- 
ever, where the grand jury has not been utilized strictly for the discovery of 
crime, the exercise of its powers may be challenged as constituting an abuse 
of process. 

The question has been raised principally where an indictment has al- 
ready been returned and another grand jury is being used to secure addi- 
tional evidence for use in the trial. In some cases this has been viewed as an 
abuse of process, calling for quashing of the grand jury subpoenas. *° 

In other cases, the courts have taken the view that there can be no inter- 
ference with the power of the grand jury to call witnesses and compel pro- 
duction of records, *°* at least where the Government attorneys assert in 
good faith that they are primarily seeking evidence of new violations of 
law occurring subsequent to the return of the first indictment. °? In any 
event, it would seem that under Rule 17 (c), permitting the court to order 
advance production of records called for in a trial subpoena, there is no 
longer much necessity for the practice. *°° 

Motions to quash have also been made, without success, on the grounds 
that the Government already had all the evidence and that the investigation 
was an harassment. *°* 

During the period of antitrust history, when indictments were nolle 
prossed in exchange for consent decrees, *°* a court on one occasion found 


2° In re National Window Glass Workers Ass’n, 287 Fed. 219 (N.D. Ohio 1922); 
United States v. Ideal Cement Co., No. 9336, D. Colo., order of Judge Symes dated 
August 22, 1941, quashing subpoenas addressed to Charles O. Ringsted and R. E. Spencer 
(trial of persons indicted set for Dec. 2—subpoenas returnable before grand jury 
Aug. 21). 

* In re Kittle, 180 Fed. 946 (C.CS.D.N.Y. 1910); In re Grand Jury Proceedings, 
4 F. Supp. 283 (E.D. Pa. 1933). 

™ Norcross v. United States, 209 Fed. 13 (9th Cir. 1913); Application of Texas Co., 
27 F. Supp. 847 (E.D. Ill. 1939). 

** See VI N.Y.U. Institute Proceepines, op. cit. supra note 21, at 197, 198. 

** In re Motions to Quash Subpoenas Duces Tecum Returnable before the Second 
Grand Jury, 30 F. Supp. 527, 531 (S.D. Cal. 1939) (jury entitled to “fresh evidence”); 
Petition of Borden Co., 75 F. Supp. 857 (N.D. Ill. 1948) (during preceding 10 years, 
company subjected to nine investigations resulting in one indictment dismissed with 
prejudice, one indictment tried and defendant acquitted, one indictment settled by con- 
sent decree, one indictment pending six years, two complaints dismissed with prejudice— 
court held current grand jury entitled to presumption that its predecessors failed to un- 
cover violations which in fact existed). 

* Department of Justice Press Release, May 18, 1938. 
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Insofar as the practical side of investigational procedure is concerned, 
however, the courts have not as yet interpreted this provision, although it 
abuse of process in negotiations for a consent decree during grand jury pro- 
ceedings, where signing of the decree was to be the quid pro quo for dis- 
missal of the grand jury without return of an indictment. *° 


INVESTIGATIONS UNDER VISITATION PROVISIONS 
OF ANTITRUST JUDGMENTS 


A discussion of procedure in antitrust investigations would not be com- 
plete without some mention of the so-called “visitation provision.” This is 
the standard provision in most antitrust judgments and all antitrust consent 
decrees which gives the Department, in order to secure compliance, access 
to the files of the defendant and the opportunity to interview its officers 
and employees relating to matters contained in the judgment. *°* This pro- 
vision was upheld by the Supreme Court in the Bausch & Lomb case, ** 
and the clause “relating to any matter contained in this Judgment” was held 
sufficiently limiting to satisfy the rule as to necessary certainty. 


* See statement of Judge Geiger discharging grand jury in 1937 automobile financ- 
ing investigation (E.D. Wis.): “It is my judgment that the Department of Justice did 
not have the power to negotiate with these parties for a consent decree during the 
pendency of the grand jury inquiry and that it was not proper for the parties to get 
together to deal on matters that were within the terms of probable indictments. For 
these reasons, there is nothing for me to do but discharge the grand jury. . .” Time, 
Dec. 27, 1937, p. 41. Cf. United States v. Alba Pharmaceutical Co., Inc. (Sept. 5, 1941), 
and United States v. Schering Corp. (Dec. 17, 1941), where informations were filed, 
nolo contendere pleas entered, fines imposed, complaints filed, and consent decrees en- 
tered, all on the same day. 

*" A typical provision reads: 

“For the purpose of securing compliance with this Judgment, and for no other 
purpose, any duly authorized representative or representatives of the Department of 
Justice shall, upon written request of the Attorney General or an Assistant Attorney 
General, and on notice reasonable as to time and subject matter to defendant, made 
to its principal office, and subject to any legally recognized privilege, be permitted: 

“A. Access during the office hours of said defendant to all books, ledgers, ac- 
counts, correspondence, memoranda, and other records and documents in the posses- 
sion or under the control of said defendant relating to any matters contained in this 
Judgment. 

“B. Subject to the reasonable convenience of said defendant and without re- 
straint or interference from it, to interview officers or employees of said defendant, 
who may have counsel present, regarding such matters, and upon request said de- 
fendant shall submit pol reports as might from time to time be reasonably neces- 
sary to the enforcement of this Judgment, provided, however, that no information 
obtained by the means provided in this Section VIII shall be divulged by the De- 
partment of Justice to any person other than a duly authorized representative of 
such Department, except in the course of legal proceedings in which the United 
States is a party, or as otherwise required by law.” United States v. American Can 
Co., CCH Trave Ree. Rep. (9th ed.) {] 62,679 (N.D. Cal. 1950); see Timperc, op. 
cit. supra note 45, at 65. 

“321 U.S. 707, 725, 64 Sup. Cr. 805, 814 (1944). 
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has been decided that the matter is a proper one for judicial construction. 7° 
Does the provision require the corporation to throw open its files generally? 
If not, who decides as between the Government and the defendant what 
files “relate to any matter contained in the judgment?” And how are the 
injunctive and mandatory provisions of an antitrust decree translated into 
descriptions of documents specific enough so that it can be known what 
must be shown the Government? These questions are important to any 
corporation living under an antitrust judgment, particularly since the Di- 
vision has an active enforcement program headed by a Judgment Enforce- 
ment Section with a staff assigned to the task. In February, 1950, for ex- 
ample, over 200 judgments were under active supervision. *”° 


In the investigation under the decree entered in the National Lumber 
Manufacturers Association case, *"' the Bureau agents requested general ac- 
cess to the association’s files. *?* The association refused and filed a petition 
seeking construction of the visitation provision on two principal points: 


(1) Could the Department use the visitation provision in connection 
with a general investigation of the industry, or must it have prob- 
able cause to believe the decree was being violated? 


(2) Was the defendant entitled to a reasonable specification of the 
papers desired by reference to the paragraphs of the decree in- 
volved and a description of the papers, or could the Department 
make a general search of the files? 


The court was not given an opportunity to explore these interesting ques- 
tions because after the Government’s motion to dismiss the petition was 
denied, an out-of-court settlement of the dispute was reached and the de- 
fendant eventually dismissed its petition for construction. 


*” United States v. National Lumber Manufacturers Ass’n, Civil No. 11262, D.C., 
unreported opinion of Judge Morris, June 4, 1948, denying Government’s motion to 
dismiss petition of National Lumber Manufacturers Ass’n for construction of final decree 
entered May 6, 1941. Antitrust judgments also contain a standard provision under which 
the court retains jurisdiction to enable the Government or the defendant to apply for 
further orders and directions as may be necessary or appropriate for the construction, 
modification or enforcement of the judgment. 

*” Hearings, supra note 1, at 47. See also TimBERG, op. cit. supra note 45, at 67. 

™ Civil No. 11262, D.C., decree entered May 6, 1941. 

** The agents presented two different forms of letters signed by the Assistant At- 
torney General in charge of the Antitrust Division and addressed to the Association. 
The first was a request to make available to the bearer such files as he requested in con- 
nection with an investigation of alleged violations of the antitrust laws in the housing 
industry. This letter was presented to 40 different associations of manufacturers and 
distributors of building materials. The second letter stated that, pursuant to Sec. VI 
of the decree, for the purpose of investigating alleged violations of said decree, and to 
secure compliance therewith, it was requested that the bearer, a duly authorized rep- 
resentative of the Department, be permitted reasonable access to all books, ledgers, etc. 
in the association’s possession or control, relating to any of the matters contained in 
said decree, and that the bearer be permitted to interview the association’s officers and 
employees regarding such matters. Petition of National Lumber Manufacturers Ass’n 
for Construction of Final Decree, p. 7. 








EQUITABLE RELIEF UNDER 
._THE SHERMAN ACT! 


BY SIGMUND TIMBERG * 


LITIGATED VS. CONSENT JUDGMENTS 


THERE ARE ONLY TWO PHASES OF AN ANTITRUST proceeding 
that possess any real permanence—the court’s opinion and the court’s judg- 
ment. The court’s opinion, to the extent that it deals with controversial 
issues and is written by a perspicacious judge, may serve as a precedent for 
similar issues arising in other cases. The court’s judgment, however, is the 
raison d’ etre of the whole lawsuit, for it is the only thing that binds the 
parties to the litigation and affords relief to an aggrieved public. There 
is something transient, though, about a criminal judgment; it exhausts itself 
when the stigma of conviction wears off, and the fines are charged off 
(figuratively if not literally) as an expense of doing business. Not so the 
equity judgment, which governs the parties, and the industry in which they 
operate, in perpetuity. 

Despite the importance of the equity judgment, it was in the past fre- 
quently slighted. The exhausted legal warriors, pre-occupied with winning 
litigious battles, often lost sight of the main economic war. Like the battle 
of Blenheim, everybody would concede that the government had won a 
“famous victory”, but the participants would have blurred conceptions of 
what the shooting was directed to, or how to take care of the scarred battle 
area. In recent vears, however, there has been increased reliance on civil 
proceedings to enforce the antitrust laws, greater concentration by courts, 
private bar, and government on problems of appropriate equitable relief; 
and enhanced efforts to police judgments already on the books. 


Moreover, civil antitrust cases have tended to be closed out by consent, 


+ The views expressed in this article are those of the author, and do not 
necessarily represent the views of the Department of Justice. 


* SIGMUND TIMBERG. A.B. and M.A. 1930, Columbia University; LL.B. 
1933, Columbia University; Special Assistant to the Attorney General 
and Chief, Judgments and Judgment Enforcement Section, Antitrust 
Division, Department of Justice; author of The Antitrust Laws from 
the Point of View of a Government Attorney (Practicing Law In- 
stitute 1949), and contributor to various legal periodicals on antitrust 
and related subjects. 
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rather than litigated, judgments. * Some students of the problem have stated 
that the delicate and complex economic issues involved in unraveling the 
antitrust backgrounds of entire industries are not efficiently handled by 
artificial, rigid, and adversary legal procedures such as prevail in the court- 
room.* Judges have commented favorably on the effectiveness of settle- 
ments reached by candid, confidential, shirt-sleeve discussions between 
defense and government counsel.* Expense, delay, and long uncertainty 
as to the ultimate obligations of defendants have induced defendants to offer 
settlement proposals, and the government to entertain them. Additional 
prods to private offers of settlement have been the defendants’ desire to 
avoid giving evidence and other comfort to treble damage plaintiffs * and 
to avoid undesirable publicity as to the extent of their antitrust shortcom- 
ings. Accordingly, more and more proceedings are being settled by the 
more flexible techniques of informal conference, * as contrasted with more 
heroic but usually less reflective courtroom forensics. 


* Of the civil cases filed between 1935 and 1950, 134 were settled by consent decree 
and 37 were tried. See Rep. Atr’y Gen. (1950). 

*“Many realities of the situations in question tend to recede from the focus of at- 
tention as litigation progresses, and the situations themselves tend to be replaced by 
verbal patterns more manageable because artificially simplified.” Dession, The Trial of 
Economic and Technological Issues of Fact Il, 58 Yate L.J. 1242, 1271 (1949). 

*“Indeed, a consent decree may be more effective in stopping a monopolistic prac- 
tice in an industry than the more-heralded contested case which reached the higher 
courts and was made the subject of nation-wide comment.” Yankwich, Observations 
on Antitrust Procedures, 10 F.R.D. 165, 180 (1950). Judge Kloeb of Ohio has indicated, 
in connection with the entry of the Libbey-Owens-Ford and Owens-Corning-Fiberglas 
consent judgments (see notes 43, 48 infra), that the result was as, if not more, satisfac- 
tory than if the parties had gone on for several months to try the case. 

*Section 4 of the Clayton Act empowers any person injured by an antitrust viola- 
tion to sue in the Federal District Court for three times the damages he has sustained. 
38 Srat. 731 (1914), 15 U.S.C. § 15 (1946). Section 5 of the Clayton Act provides that 
a final judgment rendered in a government antitrust proceeding shall be prima facie 
evidence against the defendant in‘any private treble damage suit, except in the case of 
consent judgments or decrees “entered before any testimony has been taken.” 38 Srart. 
731 (1914), 15 U.S.C. § 16 (1946). The courts’ tendency to abandon “cloak and dagger” 
tests of conspiracy and combination, (see United States v. Masonite Corporation, 316 
US. 265, 62 Sup. Cr. 1070 (1942); Ball v. Paramount Pictures, Inc., 169 F.2d 317 (3d 
Cir. 1948) and the cases cited in note 81, infra), and their liberal policy in admitting 
inferential and speculative proof of damages (see Bigelow v. RKO Pictures, Inc., 327 
US. 251, 66 Sup. Ct. 574 (1946) ) and American Can Co. v. Ladoga Canning Co., 44 F.2d 
763, 7th Cir. 1930, are among the factors which have made the treble damage plaintiff an 
increasingly potent factor in antitrust enforcement. 

*It has lately been recommended that the Federal Trade Commission change its 
present practice and enter cease and desist orders upon consent without any stipulation 
as to the facts. In support of this recommendation have been cited Sections 5 and 8 of 
the Federal Administrative Procedure Act, which favor informal settlements of con- 
troversies by consent of the parties. Sce Report and Recommendation of American Bar 
Association’s Committee on Federal Trade Commission, Feb. 6, 1950. A rather general 
comparison of consent judgment procedures with customary administrative procedures 
may be found in Timberg, Recent Developments in Antitrust Consent Judgments, 10 
Fep. B.J. 351-355 (1949). 
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; PURPOSES OF ANTITRUST RELIEF 


The courts have outlined four main objectives that an antitrust equity 
judgment must serve—it must prohibit past illegalities; prevent future viola- 
tions; restore competitive conditions; and make restitution for unjustifiable 
competitive advantages. 


The prohibitive aspects of an injunction can be summarily dealt with— 
cancellation of illegal agreements and termination of existing illegal practices. 
If this were all there was to an equity judgment, there would hardly be need 
for any reserved jurisdiction on the part of the court; the court’s mandate 
would be self-executing. In fact, in curbing simple price-fixing or boycott 
situations, uncomplicated by other considerations, criminal proceedings 
would probably be much more efficacious than an equity action. Strictly 
punitive relief would be more of a deterrent to future illegality than a mere 
directive to “Go and sin no more”, which is all that a prohibitory injunc- 
tion accomplishes. 


In recent years, major emphasis has been placed upon the preventive and 
prophylactic aspect of the equity judgment. The remedy contrived by an 
antitrust judgment should be as effective and fair as possible in preventing 
continued or future violations of the antitrust laws in the light of the facts 
of the particular case.* Not only should it operate as an effective deterrent 
to repetition of the unlawful conduct;’ it must provide against even the 
reasonable expectation of the resumption of future unlawful conditions. * 
It is the function of an equity court to prevent not only the recurrence, but 
the extension of the proven violation.® In this connection, Justice Jackson’s 
dictum in the International Salt case is particularly illuminating: 


“The District court is not obliged to assume, contrary to common 
experience, that a violator of the antitrust laws will relinquish the fruits 
of his violation more completely than the court requires him to do. 

. When the purpose to restrain trade appears from a clear violation of 
lew, it is not necessary that all of the untraveled roads to that end be 
left open and that only the worn one be closed. The usual ways to the 
prohibited goal may be blocked against the proven transgressor and the 
burden put upon him to bring any proper claims for relief to the court’s 
attention.” *° 


‘United States v. National Lead Co., 332 U.S. 319, 335, 67 Sup. Ct. 1634, 1641 
(1947). 

* United States v. Crescent Amusement Co., 323 U.S. 173, 186, 65 Sup. Ct. 254, 261 
(1944). 

* United States v. United States Alkali Export Assn., 86 F. Supp. 59, 81 (S.D.N.Y. 
1949); United States v. Standard Register Co., 7 F.R.D. 287 (D.D.C. 1947). 

* Cf. Swift and Co. v. United States, 276 U.S. 311, 329, 48 Sup. Cr. 311, 316 (1928). 

* International Salt Co. v. United States, 332 U.S. 392, 400, 68 Sup. Cr. 12, 17 
(1948). See also McComb v. Jacksonville Paper Co., 336 U.S. 187, 69 Sup. Ct. 497 
(1949) (a Wage-Hour case). 
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In the exercise of this preventive jurisdiction, the equity court is 
entitled to take into account the proclivity of a defendant for unlawful 
conduct. *' As a matter of fact, it is for the defendant to dispel inferences 
as to its “innate proclivity” for unlawfulness.'? This latter rule is merely 
a specific application of the broader doctrine that, in framing an antitrust 
judgment, doubts are to be resolved against the defendants. ** In addition to 
the innate proclivity of the defendants, the court is entitled to project the 
present into the future—it may examine present facts with a view to 
potentialities and their future propensities under reasonably foreseeable mar- 
ket conditions. '* Nor need relief be limited to specific commodities in 
which antitrust abuse has been found; for example, the fact that defendants 
coerced marketmen to buy chicken coops from them is an adequate basis for 
an injunction against coercing such marketmen to buy poultry, poultry 
feed, or other commodities necessary to the poultry business. ** 

Illustrative of what is involved in the exercise of the preventive juris- 
diction of the court is the situation in the International Salt case. The pri- 
mary evil complained of was that International Salt had leased salt tablet 
dispensing machines on the explicit condition that the purchasers of its ma- 
chines buy its salt tablets. A merely prohibitive decree would be directed 
solely against the specific practice of thus conditioning the lease of the dis- 
pensing machine. The court, however, decided that such negative relief was 
not sufficient to terminate the illegal industry custom, and that the situation 
could be cured only by requiring that the salt tablet dispensing machinery 
be leased to all applicants without discrimination, as long as International 
Salt remained in the business of manufacturing such machines. 


An equity judgment must be restorative of competitive conditions 
within an industry. Alternative language that the courts have used to ex- 
press this general concept is that an antitrust decree must contain “such 
measures of relief as will effectually dissolve the combination found to exist 
in violation of the statute, and thus neutralize [its] extension and contin- 
ually operating force” *’, that it must break up and render impotent the 
monopoly power which violates the Sherman Act "’; that it must “effectively 


* United States v. Corn Products Co., 234 Fed. 964, 1018 (S.D.N.Y. 1916), appeal 
dism’d, 249 US. 621, 39 Sup. Cr. 291 (1919). 

* United States v. Aluminum Company of America, 91 F. Supp. 333, 347 (S.D.N.Y. 
1950). 

* Hartford-F'mpire Co. v. United States, 323 U.S. 386, 409, 65 Sup. Cr. 373, 385, 
(1945); United States v. Bausch & Lomb Optical Co., 321 U.S. 707, 726, 64 Sup. Cr. 805, 
815 (1944); Local 167 v. United States, 291 U.S. 293, 299, 54 Sup. Cr. 396, 399 (1934). 

* United States v. Aluminum Company of America, 91 F. Supp. 333, 346 (S.D.N.Y. 
1950) (discussing “present power potentials” in the aluminum industry). 

* Local 167 v. United States, 291 U.S. 293, 299, 54 Sup. Cr. 396, 399 (1934); United 
States v. United States Gypsum Co., 340 U.S. 76, 71 Sup. Cr. 160 (1950). 

* United States v. Standard Oil Co., 221 U.S. 1, 78, 31 Sup. Ct. 502, 523 (1911). 

“Schine Chain Theatres v. United States, 334 U.S. 110, 128-129, 68 Sup. Cr. 947, 
957 (1948). 




















Winter] EQUITABLE RELIEF UNDER SHERMAN ACT 633 


pry open to competition a market that has been closed by defendants’ illegal 
~ restraints” '*; and that the task before an equity court is to determine 
whether “effective competition” exists.'* This restorative function of an 
antitrust judgment is a direct corollary of its preventive function. To use 
Justice Jackson’s analogy of the untravelled road, effective relief calls not 
only for setting up road-blocks on highways, but for removing the incentive 
and opportunity for antitrust defendants to travel up such forbidden paths. 
It is by way of implementing this objective that courts decree divestiture or 
dissolution even where only Section | violations of the Sherman Act are 
involved. Thus, for example, in the movie field the courts have recognized 
that pooled theatre holdings between potential competitors constitute such 
an inducement not to compete as to warrant the complete dissolution of such 
affiliated theatre interests. *° Similar reasoning has led the courts to approve 
the divestiture of stock holdings by American companies in potential foreign 
competitors, ** or the dissolution of foreign manufacturing subsidiaries 
jointly owned by American competitors. ** 


In recent years, the Supreme Court has also had occasion to propagate 
the notion that an equity judgment should deprive the defendants of the 
“fruits” of their conspiracy. Discussing divestiture in the Schine case, for 
example, Justice Douglas pointed out that, without divestiture, the de- 
fendants , 


“could retain the full dividends of their monopolistic practices and profit 
from the unlawful restraints of trade which they had inflicted on 
competitors.” 28 


This function of the antitrust judgment, closely related to the general equi- 
table doctrine of restitution, is implicit in the function of effectively 
restoring competitive conditions, much as the restorative aspect of an equity 
judgment was implicit in its preventive aspect. Why has its explicit formu- 
lation been so long deferred? 


* International Salt Co. v. United States, 332 U. S. 392, 400-401, 68 Sup. Cr. 12, 17 
(1947). 

* United States v. Aluminum Company of America, 91 F. Supp. 333, 340, 392 
(S.D.N.Y. 1950). 

* United States v. Paramount Pictures Co., 334 U.S. 131, 68 Sup. Cr. 915 (1948); 
United States v. Crescent Amusement Co., 323 U.S. 173, 65 Sup. Cr. 254 (1944). 

* United States v. Timken Roller Bearing Co., 83 F. Supp. 284 (N. D. Ohio 1949), 
and Judge Freed’s judgment in the district court, Civil No. 24,214, N.D. Ohio, Feb. 15, 
1950; United States v. National Lead Co., 63 F. Supp. 513 (S.D.N.Y. 1945), aff'd., 332 
U.S. 319, 67 Sup. Cr. 1634 (1947). 

* United States v. Minnesota Mining and Manufacturing Co., D. Mass. Sept. 13, 
1950. Cf. in accord as to joint selling agencies, United States v. General Dyestuff Corp., 
57 F. Supp. 642 (S.D.N.Y. 1944) (opinion in criminal case); consent judgment in United 
States v. American Lecithin Co., 4 CCH Trape Rec. Rep. (9th ed.) §/ 57,542 (N.D. Ohio 
1947). 

* Schine v. United States, 334 U.S. 110, 128, 68 Sup. Cr. 947, 957 (1948). In accord, 
United States v. Paramount Pictures, Inc., 334 U.S. 131, 171-172, 68 Sup. Cr. 915, 936 
(1948); United States v. Crescent Amusement Co., 323 U.S. 173, 189, 65 Sup. Cr. 254, 262 
(1945). 
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The recent emergence of the “fruits” doctrine may well be due to a 
clearer realization that the problem confronting a judge when he frames 
equitable relief is distinct from, and may have few overlaps with, the prob- 
lem confronting him when he adjudicated the basic violations. To deter- 
mine culpability, the judge looks backward; to determine liability, he must 
look forward. The mental processes involved, and the facts on which they 
are based, are so radically different as to justify the holding of separate 
hearings on relief, after the judge has rendered his opinion on the merits. 


Thus, for example, a monopoly may have reached its present position 
without any acts of acquisition of actual competitors or purpose to exclude 
competitors. ** Nevertheless, the question on relief might well be whether 
divestiture, or comprehensive injunctions against future acquisitions, are 
necessary to dissipate the consequences of the monopoly. Other restraints 
of trade may have been created originally by defendants’ abuse of their 
patent position. By the time the antitrust mills are beginning to grind out a 
remedy, patents constitute an insignificant portion of the total competitive 
picture. The result in such cases may be to award relief by way of throwing 
open defendants’ technical information or compelling changes in defendants’ 
sales and distribution arrangements. Conversely, relief by way of com- 
pulsory patent licensing and trademark dedication may be decreed in situa- 
tions where the original trade restraints were consummated by acquisitions 
or illicit marketing practices. In all these situations, the guiding principle 
is that the defendants must do everything possible to repair the competitive 
damage that they have done to the industry, and that the public interest in 
effective relief cannot be stultified because of economic changes in an in- 
dustry during the time lag between the inception of the violation and entry 
of a final and binding judgment. Particularly in monopoly or quasi- 
monopoly cases, an equity judge who has written a strong condemnatory 
opinion without depriving the defendants of the fruits of their conspiracy 
has only written a Jeremiad bewailing the loss of the Jerusalem of free 
competition, without doing anything constructive to retake the Holy City. 


The restorative and restitutive aspects of an equity judgment present 
considerable difficulties in the way of economic analysis and legal formula- 
tion. However, they impress me as being the only effective judicial weapons 
in coping with the dismaying trend towards increased concentration of 
economic power. ** However illicit the inception, or some of the past con- 
duct, of present monopolies, they are currently maintained by such legally 


* American Tobacco Co. v. United States, 328 U.S. 781, 66 Sup. Ct. 1125 (1946); 
United States v. Aluminum Co. of America, 148 F.2d 416 (2d Cir. 1945). 

* Standard Oil Co. of California v. United States, 337 U.S. 293, 315, 69 Sup. Cr. 
1051, 1064 (1949); see dissent of Mr. Justice Douglas in United States v. Columbia Steel 
Co., 334 US. 495, 534, 68 Sup. Cr. 1107, 1127 (1948). 
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unassailable means as overwhelming financial resources, ** dominant tech- 
nology, and nationwide distribution systems. Accordingly, there is nothing 
inequitable about making an adjudicated monopolist disgorge, for example, 
its sleeping car business, *” or its retail food business, ** or a substantial num- 
ber of theatres. *° In fact, it would be inequitable not to do so. Similarly 
it is only fair that the technology currently buttressing a monopoly be made 
available to all in need of it, and on terms which will not reward the de- 
fendants for what are in effect the fruits of their past misdeeds. *° 


In a younger and more vigorous America, there was ground for hoping 
that negative curtailments of illegal monopoly practices would make possible 
the restoration of competition. It is now much more apparent that an ef- 
fective monopoly has pursued the equivalent of a scorched-earth policy; its 
acquired and excluded competitors can no longer be specifically identified 
by cither corporate or physical assets, and potential competition cannot 
grow on the monopoly-scarred soil. Thus the sinning monopoly has made 
it impossible for competition to get re-established unless it itself supplies 
the needed economic reparations. 


It is only natural that, where violations of as basic a public policy as 
that of the antitrust laws have been found, the applicable principles favor 
the successful government. There are, however, principles upon which the 
defendant may properly rely, but none of them are inconsistent with the 
four primary positive objectives of an antitrust judgment. Perhaps the most 
favorable formulation of the principles that favor a defendant is to be found 
in the Hartford-Empire ** case, where for the first and only time in Supreme 
Court antitrust history the Supreme Court substantially rewrote the trial 
court’s decree: 


“. .. We may not impose penalties in the guise of preventing future 
violations. This is not to say that a decree need deal only with the exact 
type of acts found to have been committed or that the court should not, 
in framing its decree, resolve all doubts in favor of the Government, 
or may not prohibit acts which in another setting would be unobjec- 
tionable. But, even so, the court may not create, as to the defendants, 
new duties, prescription of which is the function of Congress, or place 


* Large corporations no longer resort to the securities markets for new capital 
financing, but are able to employ their own reserves and surpluses. Burns, THe Decuine 
or CompEtTITION 10 (1936); FrieND, Business FINANCING IN THE Postwar PeEriop, SURVEY 
or Current Business 10 et seg. (Dept. of Commerce 1948); Financia, DEVELOPMENTS IN 
1949, Survey or Current Business 26 et seq. (Dept. of Commerce 1950). 

* United States v. Pullman Co., 53 F. Supp. 908 (E.D. Pa. 1944). 

** United States v. Swift and Co., 286 U.S. 106, 52 Sup. Cr. 460 (1932). 

* See consent judgments against RKO and Paramount defendants in United States 
v. Paramount Pictures, Inc., CCH 1948-1949 Trane Cases f] 62,335 (S.D.N.Y. 1948). 

See discussion of American Can case, infra p. 642 et seq. 

* Hartford-Empire Co. v. United States, 323 U.S. 386, 65 Sup. Ct. 373 (1945). 
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the defendants, for the future, ‘in a different class than other people’, as 
the Government has suggested. The decree must not be ‘so vague as 
to put the whole conduct of the defendants’ business at the peril of a 
summons for contempt’; enjoin ‘all possible breaches of the law’; or 
cause the defendants hereafter not ‘to be under the protection of the 
law of the land’.” *? 


Slightly oracular, but at least a verbal introduction to the ever-present 
problem of how to incorporate both flexibility and certainty in antitrust 
judgments. Perhaps of more comfort to an antitrust defendant than some 
of the above Polonian precepts is the practical consideration that hardship 
on a defendant is to be avoided where possible, although such avoidance is 
secondary to the procurement of effective relief. ** 


WHY ARE ANTITRUST JUDGMENTS “REGULATORY”? 


Fundamentally, antitrust law is intended to protect the constitutionally 
guaranteed liberty of contract of the individual from regulation and con- 
sequent encroachment by illegal private contracts. ** Private parties may 
not legislate or regulate economic matters, regardless of whether the purpose 
of such regulation be to fix prices, *° allocate international markets, ** or 
enforce state statutes or common law. ** Both on the domestic and foreign 
front, the current trend towards state regulation and “big government” has 
been abetted by the failure of private capitalism to curb monopoly and re- 
strictive practices. “* Antitrust enforcement has two main goals—the legally 
uninhibited access of potential competitors to an industry, and the preven- 
tion of such gross and unjustifiable inequality of bargaining power among 


= Hartford-Empire Co. v. United States, supra note 31, at 409-410, 65 Sup. Cr. at 
385. 

*See United States v. Crescent Amusement Co., 323 U.S. 173, 189, 65 Sup. Cr. 254, 
262 (1945); United States v. Union Pacific Railroad Co., 226 U.S. 470, 33 Sup. Cr. 163 
(1913). 

* Addyston Pipe and Steel Co. v. United States, 175 U.S. 211, 20 Sup. Ct. 96 (1899). 

* Georgia v. Pennsylvania R. Co., 324 U.S. 439, 65 Sup. Ce. 716 (1945); Manaka v. 
Monterey Sardine Industries, Inc., 41 F. Supp. 531 (N.D. Cal. 1941) (alleged purpose of 
conservation). 

* United States v. National Lead Co., 63 F. Supp. 513, 526 (S.D.N.Y. 1945), aff’d., 
332 US. 319, 67 Sup. Cr. 1634 (1947); United States v. General Dyestuff Corp., 57 
F. Supp. 642 (S.D.N.Y. 1944) (restraints alleged to serve same purpose as tariff laws). 

“Fashion Originators Guild of America, Inc., v. Federal Trade Commission, 312 
US. 457, 61 Sup. Cr. 703 (1941) (piracy of dress designs); California Retail Grocers 
and Merchant’s Assn. Ltd. v. United States, 139 F.2d 978 (9th Cir. 1943), cert. denied, 
322 US. 729, 64 Sup. Cr. 945 (1944) (state fair trade statute); United States v. Food and 
Grocery Bureau of Southern California, Inc., 43 F. Supp. 974 (S.D. Cal. 1942), aff'd., 
139 F.2d 973 (9th Cir. 1943) (state fair trade statute). Cf. Federal Trade Commission v. 
Wallace, 75 F.2d 733 (8th Cir. 1935) (N.R.A. Code). 

* Senator O'Mahoney, Final Statement as Chairman of Temporary National Eco- 
nomic Committee 16 (1941); Point Four, Cooperative — for Aid in the Develop- 
ment of Economically Under-Developed Areas 54 (State Department 1949). 
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actual competitors, and between sellers and buyers, as results in administered 
rather than competitive prices. ** There is originally no desire on the part 
of antitrust enforcers to substitute judicial regulation under a court judg- 
ment for the private and governmental regulation that antitrust seeks to 
forestall. Equity, as a matter of principle, favors negative and self-executing 
orders. How, then does it happen that antitrust judgments frequently be- 
come positive codes of conduct for an entire industry, entailing judicial 
administration? 


Before answering this question, let us glance at the intellectual schizo- 
phrenia that affects many business men, and their loyal counsel, when they 
think of the antitrust laws. The business man lives in a world where his 
relationships with government officials and creditors are guided by such 
vague abstractions as “due process of law”, “fair rate of return”, “fair and 
equitable plan”; his tort liabilities are determined by such fluctuating stand- 
ards as those of “reasonable care”, and “constructive fraud”; his advertising 
and trademark promotion activities guided by the nebulous contours of 
“unfair competition”. Yet he quivers and quails at the relatively occasional 
uncertainty of what constitutes a restraint of trade. He wants certainty, but 
no “strait-jacket”. He desires to avoid regulation, but would like to be told 
what to do. How, in fact, is his dilemma actually resolved in antitrust 
cases? 


The antitrust equity judgment strives, in the first instance, to be nega- 
tive in form and to delimit general areas of prohibited action, thereby avoid- 
ing detailed, positive regulations and the imposition of strait-jackets on 
business men. Although equity authorizes very broad injunctions, *° coming 
quite close to the language of the statute that is being applied, antitrust judg- 
ments do not (at least in recent years) restate the Sherman Act, or any part 
thereof. Thus, they achieve both a measure of certainty for the defendant 
and remove from the government, in the event of enforcement proceedings, 
the burden of having to establish a new violation of the Sherman Act.*! At 
the same time, there must be a degree of generality in antitrust injunctions; 
otherwise they would hobble both the legitimate activities of the defendants 
and the enforcement responsibilities of the government. 


How is it that efforts to arrive at negative, generalized injunctions re- 
sult in detailed affirmative codes of conduct? Let us take, as an example, 


* Certainly in monopoly cases. See United States v. Aluminum Co. of America, 91 
F. Supp. 333, 342, 346 (S.D.N.Y. 1950). 

“ Particularly in cases where public interests are involved. Bowles v. Montgomery 
Ward and Co., 143 F.2d 38, 42 (7th Cir. 1944). 

“The government should not be in the position of having to retry the Sherman 


Act any time a citation for contempt is issued. United States v. Crescent Amusement 
Co., 323 U.S. 173, 186, 65 Sup. Cr. 254, 260 (1945). 
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the Hartford-Empire case.** In that case a patent holding company, 
Hartford-Empire, controlled the patents on glass container making ma- 
chinery. It was thereby enabled to keep newcomers from entering the 
industry, allocate fields of production(i.e., tableware, milk bottles, fruit jars) 
to leading manufacturers, assign production quotas, exact heavy patent tolls 
from the rest of the industry, and engage in other pernicious patent prac- 
tices. The Government asked for the dissolution of Hartford-Empire, and 
the royalty-free licensing of the patents that had promoted the illegal con- 
spiracy. What could es simpler or more self-executing? 


Judge Kloeb in the district court decided that, despite the manifest 
iniquities of Hartford-Empire, it nevertheless served a useful function in 
the industry and the Government had not made out a case for its dissolution. 
Mr. Justice Roberts in the Supreme Court decided that royalty-free licensing 
of patents was not necessary to effectuate the dissolution of the illegal com- 
bination. What was the result? A complicated regulatory decree providing 
for the compulsory licensing and leasing of machines at reasonable rates, 
the compulsory sale of machines at reasonable prices, and the compulsory 
licensing of patents at reasonable royalties. Separate standard forms, rates, 
time periods, etc., had to be contrived and judicially approved, specifically 
applicable to the respective economic significance and situation of feeders, 
forming machines, stackers, lehrs, suction machines, etc. Existing agree- 
ments involving the defendants were reformulated to rid them of their 
undesirable features, instead of being cancelled outright. Incidental prob- 
blems arose relating to a temporary receivership, credit arrangements, re- 
possession of machines, etc. Arrangements became so complicated that 
Hartford’s licensees had to form a representative committee, thereby in 
effect undercutting one of the basic purposes of an antitrust judgment, 
i.e., that it promote independence of action. 


After the bulk of what was already a very detailed judgment had been 
settled, there were hotly contested proceedings between the Government 
and Hartford-Empire concerning reasonable royalties that went on for 
months and consumed the energies of a platoon of able counsel. Although 
these royalty proceedings were ultimately settled on a basis estimated to 
have resulted in a saving to the licensees of $5,000,000 annually, ** the settle- 
ment agreement swelled the bulk of the already formidable Final Judgment. 


Profiting from its experience in the Hartford-Empire case, the Govern- 
ment subsequently, in consent judgments, has conferred upon prospective 
licensees standing to go to court in the event they are unable to work out 


“United States v. Hartford-Empire Co., 46 F. Supp. 541 (N.D. Ohio 1942), 
modified, 323 U.S. 386, 65 Sup. Cr. 373 (1945). 

“A 50% reduction. See United States v. Economic Concentration and Monopoly, 
Staff Report to Monopoly Subcommittee of House Small Business Committee, H.R. Res. 
64, 79h Cong., 244 (1947). 
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reasonable rates with the defendant patentees, ** and prescribed in connec- 
* tion therewith procedures that are fair to the defendant, but promote anti- 
trust objectives. Typically, patent licenses may contain no conditions or 
restrictions other than provision for the reasonable non-discriminatory 
royalty itself, non-transferability, inspection of the licensee’s books (but 
only in order to report the amount of royalties due and payable), and can- 
cellation in the event of non-payment (the licensee on the other hand is 
given a mandatory right to require cancellation after one or two years). 
Reasonable royalty licenses carry with them no implication as to the validity, 
value, or scope of any patents licensed. The licensee’s right to use the 
patents becomes effective immediately, even though compensation therefor 
is determined in interim or final royalty proceedings concluded much later 
on. Subsequent transferees of the licensed patents must continue to license 
them under the same terms and conditions. *° 


Arrangements of this type have thus far been incorporated in numerous 
judgments. They have worked out satisfactorily in that the parties have 
negotiated reasonable royalty terms outside of court, and the courts have 
accordingly not been saddled with duties of judicial regulation. 


Similarly, in succeeding consent and litigated judgments, compulsory 
leasing and compulsory sales procedures have been stripped of retarding 
details and qualifications, and have consequently been simplified. ** Never- 
theless, the precedent has been established whereby forms of affirmative, 
regulatory procedures have, by judicial edict, been validated in situations 
where the government had espoused cleaner and more dispositive remedies. 


Sometimes regulation results from the effort to eliminate indirect con- 
sequences of antitrust relief that are socially undesirable. Illustrative are the 


“The direct and informed interest of licensees in avoiding patent infringement 
suits, plus governmental acquiescence, makes this an exception to the general policy 
that private parties may not enforce or directly claim rights under government antitrust 
judgments. United States v. Bendix Home Appliances, Inc., 10 F.R.D. 73 (S.D.N.Y. 
1949); United States v. Vehicular Parking Limited, 7 F.R.D. 336 (D. Del. 1947); United 
States v. General Electric Co., D.N.J., Nov. 21, 1950. 


“ As this article goes to press, the appropriateness of such provisions in a litigated 
judgment has been sustained in United States v. United States Gypsum Co., 340 US. 76, 
71 Sup. Ct. 160 (1950). 

“International Salt Co. v. United States, 332 U.S. 392, 68 Sup. Cr. 12 (1948). 
Consent Judgments in United States v. S.K.F. Industries, Inc., Civil No. 9862, E.D. Pa., 
Sept. 29, 1950; United States v. Technicolor, Inc. (against Technicolor), Civil No. 
7507-W, S.D. Cal., Feb. 28, 1950 (rental of cameras); United States v. Technicolor, 
Inc. (against Fastman Kodak Co.), CCH 1948-1949 Trape Cases J 62,338 (S.D. Cal. 
1948); United States v. Automatic Sprinkler Co., CCH 1948-1949 Trape Cases J] 62,230 
(N.D. Ill. 1948); United States v. Rohm and Haas Co., CCH 1948-1949 Trape Cases 
62,334 (E.D. Pa. 1948); United States v. National Acme Co., CCH 1946-1947 Trave 
Cases {| 57,651 (N.D. Ohio 1947); United States v. Electric Storage Battery Co., CCH 
1946-1947 Trapve Cases J 57,645 (S.D.N.Y. 1947); United States v. General Electric Co. 
(Corning Glass Works), CCH 1946-1947 Trapve Cases {| 57,448 (D.N.J. 1946). 
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standards for independent auto-finance companies established in the Gen- 
eral Motors Finance case. ** This is the rare case, however, because the main 
emphasis of antitrust enforcement is the re-establishment of competition, 
not the setting up of ethical standards for businessmen. 


The Paramount case is a shining example of how, in a single case, experi- 
ence has suggested the replacement of regulatory relief by more drastic, but 
self-executing relief. Both the arbitration procedures that were relied on 
in the 1940 consent judgment and the competitive bidding that was approved 
by the three-judge court in 1946 ** have been shelved by the more realistic 
required divorcement of theatre exhibition from motion picture dis- 
tribution. *° 


A JUDGMENT IS NOT A PRECEDENT 


In National Lead, *° an international cartel case involving patent abuse 
in the titanium pigments field, Judge Rifkind, on three controversial points 
of a many-branched relief, decreed as follows, and the Supreme Court sus- 
tained him: ** 


First, defendants’ present patents were to be compulsorily licensed 
to all applicants, but on a reasonable royalty basis; 

Second, defendants’ future patents for a period of five years were 
to be compulsorily licensed on a reasonable royalty basis, but such 
licenses could be conditioned on the licensee reciprocally cross-licensing 
back his own patents, 

Third, the defendants’ “know-how” relating to the licensed patents 
should be made available to all licensees for a period of three years 
from the date of the judgment. 


Subsequent consent judginents have provided that patents be dedicated 
or licensed royalty-free in the following industries: flat glass products, 
colored motion picture film, plastics, automotive air brakes, magnetos, cast 
iron pressure pipe, railway spring products, stainless steel, filters, glass bulbs, 
fiberglas, air conditioning equipment, disconnecting switches, stencil dupli- 


“ United States v. Ford Motor Co. (also Chrysler Corp.), 3 CCH Trape Rec. Rep. 
(8th ed.) § 25,171 (N.D. Ind. 1938). This decree is discussed in Isenbergh and Rubin, 
Antitrust Enforcement through Consent Decrees, 53 Harv. L. Rev. 386, 398 et seq. 
(1940). The defendants had urged at the trial that outside finance companies not af- 
filiated with them had engaged in practices inconsistent with the _ merchandising of 
automobiles. See United States v. General Motors Corp., 121 F.2d 376, 406 (7th Cir. 
1941), cert. denied, 314 US. 618, 62 Sup. Cr. 105 (1941). 

“ United States v. Paramount Pictures, Inc., 70 F. Supp. 53, 73-74 (S.D.N.Y. 1946). 

“ United States v. Paramount Pictures, Inc., 334 U.S. 131, 161, 68 Sup. Cr. 915, 931 
(1948) (reversing the lower court on competitive bidding for films); id. at 176, 68 Sup. 
Cr. at 938 (affirming it as to the optional use of arbitration in run and clearance 
disputes). 

“ United States v. National Lead Co., 63 F. Supp. 513 (S.D.N.Y. 1945). 

* United States v. National Lead Co., supra note 50, at 534. 
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cating machines and supplies. ** In providing for the licensing of future 
patents, the five-year period has been adhered to with a few exceptions, ** 
although a minor loophole has been closed—within the compulsory licensing 
provision fall patents issued after the end of the five-year period but on ap- 
plications filed before that date. ** However, the consent judgments subse- 
quent to National Lead have not, as a rule, given the defendants the right 
to demand reciprocal cross-licenses of patents, otherwise known as “grant- 
backs”. 


Relief with respect to “know-how” has presented interesting variations 
on the National Lead theme. Responding to the differing technologies, 
states of development, and degrees of technological restraint of the specific 
industries involved, “know-how” relief has taken the form of comprehensive 
manuals covering the defendant’s methods, processes, and practices, as in the 
nickel, stencil, colored film, and fiberglas industries **; the furnishing of a 


* United States v. Technicolor, Inc., CCH 1948-1949 Trane Cases J 62,338 (S.D. 
Cal. 1948); United States v. National Acme Co., CCH 1946-1947 Trane Cases § 57,651 
(N.D. Ohio 1947); United States v. General Electric (against Corning Glass Works), 
CCH 1946-1947 Trape Cases {| 57,448 (D.N.J. 1946); United States v. United States Pipe 
and Foundry Co., CCH 1948-1949 Trave Cases {| 62,285 (D.N.J. 1948); United States v. 
Bendix Aviation Corp. (against Westinghouse Airbrake Corp.), CCH 1948-1949 Trape 
Cases {| 62,349 (S.D.N.Y. 1948); United States v. Libbey-Owens-Ford, CCH 1948-1949 
Trapve Cases f 62,323 (N.D. Ohio 1948): United States v. American Bosch Co., CCH 
1948-1949 Trape Cases J 62,284 (S.D.N.Y. 1948) (amended consent judgment); United 
States v. American Lecithin Co., CCH 1946-1947 Trape Cases § 57,542 (N.D. Ohio 
1947); United States v. Owens-Corning-Fiberglas Corp., CCH 1948-1949 Trape Cases 
1 62,442 (N.D. Ohio 1949); United States v. Auditorium Conditioning Corp., 4 CCH 
Trave Rec. Rep. (9th ed.) {| 57,428 (S.D.N.Y. 1945); United States v. Sand Spun Patents 
Corp., CCH 1948-1949 Trane Cases {| 62,462 (D.N.J. 1949); United States v. American 
Air Filter Co., CCH 1946-1947 Trape Cases {| 57,492 (W.D. Ky. 1946); United States v. 
A.B. Dick, CCH 1948-1949 Trane Cases J 62,233 (N.D. Ohio 1948) (three judgments) ; 
United States v. Allegheny Ludlum Steel, CCH 1948-1949 Trape Cases J] 62,330 (D.N.J. 
1948); United States v. General Electric Co.. CCH 1948-1949 Trane Cases J 62,518 (S.D. 
Cal. 1949). 

* United States v. A. B. Dick, CCH 1948-1949 Trape Cases {| 62,233 (N.D. Ohio 
1948) (royalty-free licensing of patents supplemental to and dependent on present 
patents, owned or acquired during 10 years from judgment date); United States v. 
American Optical Co., CCH 1948-1949 Trane Cases {| 62,308 (S.D.N.Y. 1948). (reason- 
able royalty licensing of improvement patents issued or applied for during ten years 
from judgment date.) It may be noted that the Hartford-Empire judgment imposed no 
time limits on the licensing of future patents. Hartford-Empire Co. v. United States, 
323 U.S. 386, 65 Sup. Ct. 373 (1945). 

“The potentialities for delay, both on the part of the Patent Office and on the 
part of a defendant, in processing a patent application to maturity are obvious. 

“ Consent judgments in United States v. International Nickel Co., CCH 1948-1949 
Trave Cases {| 62,280, § V (S.D.N.Y. 1948); United States v. A. B. Dick (against A. B. 
Dick Co.), CCH 1948-1949 Trane Cases {| 62,233, § V (2) (N.D. Ohio 1948); United 
States v. Technicolor (Eastman Kodak), CCH 1948-1949 Trane Cases {| 62,338 (S.D. 
Cal. 1948) (§ VIII); United States v. Technicolor (Technicolor), CCH 1948-1949 Trape 
Cases J] 62,338 (S.D. Cal. 1948) (§ VII); United States v. Owens-Corning-Fiberglas 
Corp., CCH 1948-1949 Trane Cases J] 62,442, Art. IX (N.D. Ohio 1949) (also materials 
and machinery). 
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written description of commercial practice full enough to enable technically 
qualified persons to produce competitive acrylic products; ** technical in- 
formation and technical assistance, including personnel, as in the flat glass 
industry *’; and plans and specifications of machines, including drawings 
and patterns, as in the match and a special phase of the stencil industry. ** 
A few other judgment provisions prohibit combined action with respect to 
technical information or know-how, or the illicit conditioning thereof. °° 


The first litigated judgment since National Lead awarding comprehen- 
sive technological relief is that recently handed down by Judge Harris in 
the American Can case.*° In this case, the court found unreasonable re- 
quirements contracts, illicit tie-ins between the furnishing of containers and 
of the machines used to close containers, and other bad trade practices, but 
no patent or technological abuse. Nevertheless, Judge Harris required (and 
compare this with National Lead): 


First, the royalty-free licensing of all present patents of the de- 
fendant on closing machines, related equipment and auxiliary equip- 
ment, ** with the exception of those machines and equipment involving 
fiber containers, which were to be licensed on non-discriminatory and 
reasonable royalties; 


Second, the unrestricted and unconditional licensing of the de- 
fendant’s future patents on the same types of machine and equipment 
for a period of five years; 


“Consent judgment in United States v. Rohm & Haas Co., CCH 1948-1949 Trape 
Cases § 62,334 (E.D. Pa. 1948) (§ VIII). 

* Consent judgment in United States v. Libbey-Owens-Ford, CCH 1948-1949 Trapg 
Cases § 62,323 (N.D. Ohio 1948) (§ XVI). 

“Consent judgments in United States v. The Diamond Match Co., CCH 1946-1947 
Trave Cases {| 57,456, § 9 (S.D.N.Y. 1946); United States v. A. B. Dick Co., CCH 1948- 
1949 Trave Cases {| 62,233, § VI (N.D. Ohio 1948) (machines for producing duplicating 
stencils by the web manufacturing process). 

“Consent judgments in United States v. Electric Storage Battery Co., CCH 1946- 
1947 Trape Cases {| 57,645 (S.D.N.Y. 1947) (§ § V(b), VIII(f) and (h)); United States 
v. General Cable Corporation, CCH 1948-1949 Trape Cases {| 62,300, § IV (e) (f) (g) 
(S.D.N.Y. 1948); United States v. United States Pipe and Foundry Co., CCH 1948-1949 
Trave Cases { 62,285 (D.N.J. 1948) (§ V); United States v. Sand Spun Patents Corp., 
CCH 1948-1949 Trape Cases {[ 62,462, § V (D.N.J. 1949). 

” United States v. American Can Co., 87 F. Supp. 18 (N.D. Cal. 1949). The judg- 
ment in this case, which was entered June 26, 1950, was a contested one, but it had been 
preceded by protracted negotiations which had considerably narrowed areas of disagree- 
ment. A companion case against the Continental Can Company was settled concur- 
rently, by stipulation and consent, on the same terms. 

“Related equipment includes machines which supplement the operation of con- 
tainer closing machines, or are used in preparing, filling, or weighing the contents of 
containers prior to closing, or in the subsequent marking, identification, weighing or 
handling of the closed container (§ 1 D). Auxiliary equipment includes supplemental 
mechanisms directly attached to container closing machines or related equipment, in- 
cluding such things as can feeds, non-spill devices, take-away conveyors and discharge 
devices; it also includes change parts and other devices and equipment that enable the 
container closing machines or related equipment to accommodate containers of various 


types and sizes (§ I E). 
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Third, know-how to be made available to any applicant (not 
merely a patent licensee) for a period of five years (not three years) 
from the date of the judgment. This know-how could take five dif- 
ferent forms: (a) copies of the defendant’s detailed working drawings, 
specifications of materials, prescribed production methods, and assembly 
blueprints; (b) further information in writing; (c) reasonable number of 
technical personnel for consultation; (d) access to the defendant’s 
machine shops for observation; and (e) opportunity to attend de- 
fendant’s own service training schools. * 


All these services were to be furnished either without payment or 
at actual cost, or in the case of technical personnel, at usual hourly rates 
of compensation plus travelling expenses. By way of contrast, prior 
consent judgments had provided that manuals be furnished “without 
charge”, °° or_on a cost basis directly allocable to the manual, not in- 
cluding any general administrative overheads, ** or on a purely nominal 
basis. °° 


What does this mean? Only that one must find principle and precedent 
where it has always been found, in the court’s opinion and not in the court’s 
judgment. Justice Burton stated in the National Lead case itself that relief 
had to be effective on the facts of the individual case.*° Judge Rifkind had 
found that vigorous domestic competition existed between the two dominant 
firms, defendants DuPont and National Lead, in this new, burgeoning titan- 
ium pigments industry, and on the part of two expanding newcomers, to 
whom the defendants had given patent licenses; that the defendants’ patents 
were playing a dynamic, basic, and substantial role in an industry that was 
Not in existence prior to 1920; and that failure to provide for grant-backs 
might result in unfairly transferring dominance to a licensee possessed of new 
and outmoding developments. *' He construed Hartford-Empire as not giving 
him a “green light” on the royalty-free licensing of present patents; °* and 
apparently thought a three year prospective award of know-how sufficient 


@ Ibid. §§ V, Ill (18). 

“Consent judgments in United States v. Technicolor (against Eastman Kodak), 
CCH 1948-1949 Trape Cases J] 62,338 (S.D. Cal. 1948); United States v. International 
Nickel Co., CCH 1948-1949 Trape Cases J] 62,280 (S.D.N.Y. 1948); United States v. 
Phillips Screw Co., CCH 1948-1949 Trape Cases J] 62,394 (ND. Ill. 1949). 

“Consent judgments in United States v. Technicolor, CCH 1948-1949 Trape Cases 
{| 62,338 (S.D. Cal. 1948); United States v. Libbey-Owens-Ford, CCH 1948-1949 Trape 
Cases J 62,323 (N.D. Ohio 1948). 

“Consent judgments in United States v. A. B. Dick Co., CCH 1948-1949 Trape 
Cases J 62,233 (N.D. Ohio 1948); United States v. Diamond Match Co., CCH 1946- 
1947 Trave Cases {| 57,456 (S.D.N.Y. 1946); United States v. Owens-Corning-Fiberglas, 
CCH 1948-1949 Trape Cases J 62,442 (N.D. Ohio 1949), United States v. Scophony 
Corp. of America, CCH 1948-1949 Trane Cases {] 62,356, § V (S.D.N.Y. 1949). 

“See note 21, supra. 

* Findings of Fact and Conclusions of Law, Nos. 33, 35, 42, 78, 84, Oct. 2, 1945. 

“See the dissent of Mr. Justice Douglas in United States v. National Lead Co., 332 
US. 319, 365, 67 Sup. Ct. 1634, 1656 (1947). 
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to dissipate the consequences of past abuse. The trial had established pri- 
marily international restraints of trade. May we surmise that Judge Rifkind 
thought the technological relief awarded by him sufficient to restore such 
competitive impairment as had been occasioned by the violations, and that 
there was hardly any necessity for restitutive relief? 


In the American Can case, Judge Harris was dealing with a much older 
industry, wherein competition had been repressed by an industrial pattern 
consistently maintained for fifty vears. American had foreclosed more 
than forty-six per cent of the competitive can market °* by the use of re- 
quirements contracts blanketing the canner’s entire can needs for unreason- 
able periods of time. By mere virtue of the close technical interrelationship 
between can-making and can-closing, it had a strong competitive advantage 
over the non-integrated manufacturer of closing machines in selling to its 
can customers. Not content with this purely economic advantage, it had 
solidified its hold on the can market, and assured domination of the market 
for closing machines (where it did fifty-four per cent of the business) by 
tying-in the furnishing of its can-closing machines to the procurement of 
its containers. It had further intensified its grip on both markets by insist- 
ing on leasing (rather than selling) can-closing machines, and doing so at 
nominal and non-compensatory rentals, a practice comparable in economic 
impact on competition to the sales-below-cost practices that have tradi- 
tionally constituted violations of the Sherman Act.*’ This made impossible 
an independently subsisting can-closing machinery industry, which would 
have required a pattern of machine sale at compensatory sales prices. 
Finally, American superimposed on these routinized coercive practices a 
series of irregularly applied concessions, blandishments, and special induce- 
ments of all types, labelled by the court the “arts of commercial massage”. 
These were designed to keep American’s customers content to stay within 
American’s orbit at such infrequent times as they had the legal option of 
detaching themselves therefrom. May we not conclude that, dealing as he 
was with the problem of revivifying the insignificant can-closing machinery 
competition that existed, Judge Harris felt that heroic measures of both 
restorative and restitutive relief were necessary? That a dominant and 
powerfully entrenched competitor should share with its potential compe- 
tition its present technology on a non-compensatory basis, and its future 
technology on a basis that would leave it the incentive to develop improve- 
ments but not allow it to reap undue advantage therefrom? 


Furthermore, the period between National Lead and American Can was 
not a litigation vacuum as far as these issues were concerned. In that period, 


“ American and Continental Can together manufactured 80% of all cans made for 
sale. In specific regions and for specific types of cans, the percentage of the market 
foreclosed was even greater. 


* See United States v. Standard Oil Co., 221 U.S. J, 31 Sup, Cr. 502 (1911). 
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the district court, in both the Carboloy ™ and ALCOA * cases, indicated 
that it regarded the mandatory grant-back of a licensee’s patents as unde- 
sirable, in that it would confirm the respective monopolies of General Elec- 
tric and ALCOA, and deprive competitors of the incentive to engage in 
research. ** A Supreme Court dictum had said that, while the assignment 
back of improvement patents to a normal patentee was legally unobjection- 
able, a different conclusion would obtain in an antitrust context. ™* Tech- 
nology needs the spur of competition.** The theory of the patent mo- 
nopoly is that it rewards the inventor by giving him exclusive rights to 
his invention. Since antitrust abuse forfeits that exclusivity, why allow the 
antitrust violator to use an economic position obtained by that abuse to pick 
the fruits of his innocent competitor’s research? ** 


Germane to the royalty-free licensing of patents and the development 
of know-how relief, are other developments that have been judicially noted. 
For one thing, the level of invention has been declining. This is apparent 
in the almost monotonous regularity with which the Supreme Court finds 
patents lacking in inventiveness. ** Present day patents rarely involve 


"United States v. General Electric Co., 80 F. Supp. 989 (S.D.N.Y. 1948). 

* United States v. Aluminum Co. of America, 91 F. Supp. 333 (S.D.N.Y. 1950). 

® Ibid. at 409-411, United States v. General Electric Co., 80 F. Supp. 989 (S.D.N.Y. 
1948). In the ALCOA case, Judge Knox comments on the relatively small research or- 
ganizations of Kaiser and Reynolds, ALCOA’s competitors. See, in accord, MacLaurin, 
INVENTION AND INNOVATION IN THE Rapio Inpustry 255, 258 (1949). 

“Transparent Wrap Machine Corp. v. Stokes and Smith Co., 329 U.S. 637, 67 
Sup. Cr. 610 (1947). It is noteworthy that four judges, including Mr. Justice Burton, 
the writer of the opinion in National Lead, dissented and agreed with Judge Learned 
Hand’s holding that the mandatory assignment back of a licensee’s improvement patents 
to a patent licensor is forbidden by the same policy which forbids the owner of a 
patent to tie-in unpatented materials to a patent license. See Stokes and Smith Co. v. 
Transparent Wrap Machine Corp., 156 F.2d 198 (2d Cir. 1946). 

“On the role of competitive research in the patent system, see the testimony of 
Wm. H. Davis in Hearings before the Special Committee on Atomic Energy on S. 1717, 
Part I, 79th Cong., 2d Sess. 61-62 (1946); MacLaurin, Patents and Technical Progress— 
A Study of Television, 58 J. Por. Econ. 142, 156 (1950). Another consideration is that 
the owner of a fixed capital investment dependent on old technology, who has an im- 
munity from competition, may develop an indifference, or even antagonism, to any 
rival technology that would make the old technology obsolete. See complaint in United 
States v. Western Electric Co., Civil No. 17-49, D.N.J., Jan. 14, 1949; MacLaurin, op. 
cit. supra note 73, at 160, 186. 

"In United States v. United States Gypsum Co., 340 US. 76, 71 Sup. Cr. 160 (1950), 
the Supreme Court, after taking cognizance of the National Lead case, held that there 
should be no requirement that a licensee under an antitrust judgment grant-back licenses 
under his own patents, and re-affirmed the view that the length of time for compulsory 
patent licensing was within the discretion of the District Court. 

"In 80% of all the Circuit Court of Appeals and United States Supreme Court 
cases involving patent validity and infringement decided during 1941 to 1945, the patents 
were declared invalid or not infringed. Cullen, Patents in Litigation, 1941-1945, 28 
J. Par. Orr. Soc’y 903-904 (1946). See also Note, The Supreme Court and the “Standard 
of Invention,” 49 Cor. L. Rev. 685 (1949); The Great Atlantic and Pacific Tea Com- 
pany v. Supermarket Equipment Corp., 340 U.S. 147, 71 Sup. Cr. 127 (1950). 
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“flashes of creative genius” but relate largely to narrow improvements on 
existing devices or a single element in a complicated machine. We can afford 
to ignore the controversial question whether the imagination or “flash of 
genius” of the individual inventor is being replaced by systematic and routin- 
ized laboratory procedures, and whether patents reward corporate contribu- 
tions to research rather than the individual inventor. *® Let us rather focus 
on the recurrent problems of redressing antitrust violation without impairing 
the legitimate province of the patent system, *® and the balancing of the pro- 
motion of the “progress of Science and the useful Arts” against reward to 
the inventor. °° 


Both balances, it seems to me, become weighted against the patentee 
in proportion as the patentee’s contribution becomes lighter and more in- 
substantial. In other words, there comes a point where the intrinsic value 
of the patents is so small, or ‘their abuse so pervasive, that their extinction 
may be justified in favor of the policy of free competition. Situations where 
there has been unduly aggressive patent litigation against competitors, where 
the legal expenses of contesting validity or infringement are the same as or 
outweigh the royalties demanded by the patentee, where two dominant 
firms have had an exclusive royalty-free interchange of patents while lesser 
competitors have paid them ‘consistent pecuniary toll, represent situations 
where one might well urge that even the revenue-yielding potentialities of 
patents be abated in the interests of free enterprise. ** Equity is entitled to 
look at the assets with which it is dealing. 


“Know-how” relief is a corollary of two main industrial facts. First, 
patented technology is being: increasingly replaced by unpatented tech- 
nology. Since the policy of the Sherman Act cannot be frustrated by resort 
to any disguise or subterfuge of form, ** and the act reaches any methods, 
whether old or new, which constitute an interference that is an undue re- 
straint, ** an equity judgment is as entitled to remove restraints on unpatented 
technology as on patented items. 


Second, while the theoretical requirement is that a patent must disclose 


“See Judge Frank, concurring in Picard v. United Aircraft Corp., 128 F.2d 632, 
638 et seq. (2d Cir. 1942); Potts v. Coe, 145 F.2d 27 (D.C. Cir. 1944). For a defense of 
the “captive inventors” employed by large corporate laboratories, see Hittson, Captive 
Inventors, 27 J. Pat. Orr. Soc’y 561 (1945). 

™Sce Justice Reed’s majority opinion in United States v. Line Material Co., 333 
US. 287, 68 Sup. Cr. 550 (1948); Mr. Justice Rutledge, dissenting, in Hartford-Empire 
Co. v. United States, 323 U.S. 386, 452, 65 Sup. Cr. 373, 404 (1945). 

“The classic statements are in Kendall v. Winsor, 21 How. 322, 328, 329 (US. 
1858); Pennock v. Dialogue, 2 Pet. 1, 5 (US. 1829). 

“In addition to the vexatious aspects of patent litigation, there must be considered 
the restorative and restitutive purposes of antitrust judgments (see pp. 632 et seq. supra). 
Compare United States v. General Instrument Corp., 87 F. Supp. 157 (D.N.J. 1949) and 
the consent judgments listed in note 52, supra. 

* See United States v. American Tobacco Co., 221 US. 106, 181, 31 Sup. Ct. 632, 
48 (1911). 

“See United States v. Standard Oil Co., 221 US. 1, 66, 31 Sup. Ct. 502, 518 (1911). 
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the invention, ** the degree to which it makes such disclosure is debatable. 
In some types of scientific advance, there are inherent difficulties of com- 
munication. ** In other cases, the patentable idea is merely the basis for a 
set of specific mechanical tolerances, exact chemical formulae or precise 
factory line operations (none disclosed in the patent itself), which alone 
make the invention commercially practicable. ** Furthermore, disclosure is 
in all cases a function of the legal inventiveness and acumen of the attorney 
drawing up the patent application. Lawyers have relative degrees of draft- 
ing competence; also, in some cases the legal imagination may be addressed 
to making barely sufficient disclosure to get by the Patent Office and fence 
off newcomers, rather than to making the most informative kind of dis- 
closure. For all these reasons know-how is needed to bring to real flower 
a disclosure that is only an unopened bud in the patent itself. And, where 
we are dealing with so-called live know-how, the kind that has not been or 
cannot be reduced to manuals and blueprints, resort must be had to the car- 
riers of the know-how, i.e., the defendants’ technical personnel; or a visual 
demonstration of the operative know-how, i.e., access to the plants in which 
the know-how is being used by the defendants. Because know-how is per- 
haps even more of a “seamless web” than the law, * the seeming limitation 
that know-how be restricted to that relevant to the practice of the licensed 
inventions is probably illusory in fact, and judgments would be clearer, 
without imposing any substantially greater burden on defendants, if, as in 
American Can, the know-how were directly related to the manufacture of 
products or machines, or the operation of processes. 


“It is in consideration for such disclosure that the patentee is given his monopoly. 
Century Electric Co. v. Westinghouse Electric and Manufacturing Co., 191 Fed. 350 
(8th Cir. 1911). 

“Tt is not easy to determine what is implicit (instead of explicit) in a patent. See 
dissent of Mr. Justice Frankfurter and Mr. Justice Rutledge in Marconi Wireless Co. v. 
United States, 320 U.S. 1, 60, 64, 63 Sup. Cr. 1393, 1421, 1423 (1943); Engineering De- 
velopment Laboratories v. Radio Corporation of America, 153 F.2d 523 (2d Cir. 1946). 
Furthermore, as experienced a patent judge as Learned Hand has said, in discussing the 
meaning of an equivocal term in a patent: “what actually takes place . . . is inaccessible 
except by its gross manifestations—indeed the very elements themselves are in dispute 
among those who have made them their life study, as the merest smattering of modern 

hysics quickly discloses to a lay reader.” Harries v. Air King Products Co. Inc., 183 
F.2d 158, 164 (2d Cir. 1950). 

“For patent law purposes an instrumentality is operative if it performs the as- 
serted technological result very falteringly, and so badly as to be commercially worth- 
less. Operativeness in patent law has to do with physics, not with economics.” Srrinc- 
HAM, Our.ine oF Patent Law 133, § 0980 (1937). There were strong charges after 
World War I that German companies had made meager and defective disclosures in 
their United States chemical patents. U.S. v. Chemical Foundation, Inc., § F.2d 191, 212 
(3d Cir. 1925); Greenberg, The Lesson of German-Owned U.S. Chemical Patents, 
9 J. Par. Orr. Soc’y 19 (1926); Mock and Blum, Deceptive Chemical Patents, 1 J. Par. 
Orr. Soc’y 177 (1918). 

“It has been urged that invention is not the individual creation of an individual 
inventor, but rather an organic social process; we are living in an age which has in- 
vented the art of invention. See Kahn, Fundamental Deficiencies of the American 
Patent Law, 30 Am. Econ. Rev. 475, 478-482 (1940); Whuireneap, Science AND THE 
Mopern Wortp 117 (Pelican ed. 1938). 
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THE NEED FOR SPECIFICITY AND OVERCOMING 
OF INDUSTRIAL INERTIA 


One of the basic features of modern business life is the ability of business 
firms to engage in joint action without relying on formal contracts and 
agreements. The courts recognize this trend when they hold that agree- 
ment among defendants may be inferred from their acts, ** or enter judg- 
ments banning “understandings”, “plans”, “programs”, “arrangements”, 
“concerted course of action’, etc. °° 


Such a continuing climate of informal cooperation also explains the 
divestiture of stock interests held by one antitrust co-conspirator in an- 
other, “° or, in less exigent circumstances, the transfer of such interests to an 
independent trustee (“sterilization”). * A corollary of such stock divestiture 
is that the management, directors, and employees involved be restricted 
to positions in a single concern, and that the officials and employees of the 
former parent corporation refrain from trying to influence the course of 
action of the subsidiary (“divorcement”). There are other situations where 
the divestiture of physical, rather than stock, assets is required. In still other 
cases, it is deemed appropriate to go beyond physical divestiture and require 
the establishment of two or more competing independent enterprises, com- 
plete with good will and access to the market, out of a prior single enter- 
prise (“dissolution”). * 


“ Interstate Circuit v. United States, 306 U.S. 208, 59 Sup. Ct. 467 (1939); Bigelow 
v. RKO Radio Pictures, 150 F.2d 877 (7th Cir. 1945), rev’d on other grounds, 327 US. 
251, 66 Sup. Cr. 574 (1946); William Goldman Theatres, Inc. v. Loew’s, Inc., 150 F.2d 
738 (1945). 

* Judgment language of this nature has been appealed and upheld in Federal Trade 
Commission v. Cement Institute, 333 U.S. 683, 68 Sup. Cr. 793 (1948); American Chain 
and Cable Co. v. Federal Trade Commission, 139 F.2d 622 (4th Cir. 1944); Salt Pro- 
ducers Ass’n v. Federal Trade Commission, 134 F.2d 354 (7th Cir. 1943). Illustrative of 
litigated judgments containing language of this type are United States v. Timken Roller 
Bearing Co., supra note 21 (§ V); United States v. Line Materials Co., E.D. Wis., 
Oct. 19, 1948 (Art VII); United States v. National Lead Co., 63 F. Supp. 513 (S.D.N.Y. 
1945) (] 6); United States v. The Sugar Institute, Inc., Eq. No. 59-103, S.D.N.Y., Oct. 9, 
1934 (§ § IV-3, V, VD. 

See notes 20, 21, supra. 

“See consent judgments in United States v. Paramount Pictures, Inc. (against 
Paramount defendants), CCH 1948-1949 Trape Cases § 62,335 (S.D.N.Y. 1948); United 
States v. Electric Storage Battery Co., CCH 1946-1947 Trave Cases {] 57,645 (S.D.N.Y. 
1947). 

“The upshot of the 1911 Standard Oil and Tobacco cases (see notes 16 and 82, 
supra). Also the relief requested in the more recent Western Electric complaint 
(United States v. Western Flectric Co., Civil No. 17-49, D.N.J., Jan. 14, 1949) and 
the Meat Packer’s complaint (United States v. Armour and Co., Civil No. 48 C 1351, 
ND. Ill, Sept. 15, 1948). 

Prof. Oppenheim points out that “divestiture”, “divorcement”, and “dissolution” 
are not well-defined terms, and has in fact suggested somewhat different definitions. 
Oppenheim, Divestiture as a Remedy under the Federal Antitrust Laws, 19 Geo. Was. 
L. Rev. 119, 120-121 (1950). The same issue contains an introductory discussion of 
arguments for and against divestiture or dissolution in monopoly (Section 2, Sherman 
Act) cases, by the writer and Jerrold Van Cise, respectively. Ibid., at 132 et seq. 
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Another situation where a mere striking down of illegal contract con- 
ditions is insufficient is the so-called “tie-in” sale or lease. There will be 
discussed here only the usual type of “tie-in” sale or lease, which involves 
an alleged technical (as well as a commercial) link between the “tied-in” 
products, i.¢., a salt tablet dispensing or business record machine is sold or 
leased on condition that the purchaser or lessee buy salt tablets or business 
cards from the same source.“ “These “tie-ins” are defended on the ground 
that there must be a precise adaptation of machine to the material fed into 
the machine; otherwise there is bad performance. They are attacked on the 
basis that a tie-in constitutes the unjustifiable leverage of an advantageous 
position in one commodity to secure an anti-competitive advantage in an- 
other. °** Congress and the courts have both indicated that the attempted 
technical justifications for the practice are dubious and accordingly do not 
avail to diminish its illegality. °° 

Let us assume that no business man in his right antitrust mind would 
now, as in earlier antitrust situations, directly incorporate a “tie-in” clause 
in a contract, °* and that relief must be obtained not only against contrac- 
tual language, but against the business practice, of “tying-in”. Why not rest 
content with language similar to the reasonably detailed Clayton Act pro- 
vision? *7 

The answer lies partly in judicial attitudes, partly in difficulties of en- 
forcement. Courts tend to be much more literal-minded and constrictive in 
enforcing their own judgments than in applying a legislative statute. Ac- 
cordingly, even though it be possible to proscribe in general terms all 
conduct having a certain purpose or effect, it is safer to enumerate the 


“Held to be Sherman Act violations in International Salt v. United States, 332 
USS. 392, 68 Sup. Cr. 12 (1948); International Business Machines Corp. v. United States, 
298 U.S. 131, 56 Sup. Cr. 701 (1936). Stated alternatively, a purchaser or lessee from one 
concern may not use the products of a rival. 

The situation dealt with in the text is factually, but not legally, distinguishable 
from the following types of situations: (1) Tie-in of one machine to another—United 
Shoe Machinery Co. v. United States, 258 U.S. 451, 42 Sup. Cr. 363 (1922); (2) Full- 
line forcing—United States v. International Harvester Co., 274 US. 693, 47 Sup. Cr. 
748 (1927); Standard Oil Co. of California v. United States, 337 U.S. 293, 69 Sup. Cr. 
1051 (1949); (3) Requirements contracts—United States v. American Can Co., 87 F. 
Supp. 18 (N.D. Cal. 1949). 

“ This is analogous to the situation in the movie field in so-called “closed towns”, 
where theatre circuits used their monopoly of motion picture theatres in closed towns to 
get more favorable terms from motion picture distributors in their “open” competitive 
towns. 

“See Carbice Corp. v. American Patents Development Corp., 283 U.S. 27, 51 Sup. 
Cr. 334 (1931); Oxford Varnish Corp. v. Ault and Wiborg Corp., 83 F.2d 764 (6th Cir. 
1936). 

“See, e.g., final judgments in United States v. International Business Machines 
Corp. et al., Eq. No. 66-215, S.D.N.Y,, Dec. 26, 1935 and Jan. 29, 1936; United States v. 
United Shoe Machinery Co., Eq. No. 4489, E.D. Mo., May 12, 1920. 

"The recent Standard Oil case (Standard Oil of California v. United States, 337 
US. 293, 69 Sup. Cr. 1051 (1949)) has given renewed _ and meaning to Section 3 
of the Clayton Act, by making it clear that any tie-in affecting a substantial amount of 
business violates the Section. 
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precise means and methods that can be used to attain such a purpose or 
effect. Furthermore, “tie-in” relief must be geared to the facts of economic 
life. It is often the case, for example, that a defendant has such a dominant 
and coercive role in the industry that his invitation to buy is in fact a com- 
mand to do so.** Pious home office pronouncements may become dead 
letters in the face of reckless sales campaigns in the field. The desirability 
of not staking all the Government’s enforcement chips on general decree 
language is therefore obvious. However, defendants would be ill-advised 
to assume that lack of specificity gives them assurances of protection if 
they engage in conduct counter to the spirit of, and in direct or indirect 
evasion, of general injunctions. 

Thus, general injunctive language against a “machine-materials” tie-in 
has been buttressed by subsidiary safeguards. One precaution is to make the 
Clayton Act language a two-way street, ¢.g., enjoin the furnishing of vacuum 
bottle caps on the condition that the purchaser use the defendant’s vacuum 
sealing machines. Since defendants enforce “tie-in” sales by removing 
their machines from the plant of a non-complying customer, removals may 
be prohibited. In certain circumstances, it is a good idea to require machine 
sales or leases to be executed at different times than the sale of the materials, 
so as to insulate the two transactions. '° Sales-minded defendants may 
deliberately try to unsuit their machines for use with anybody else’s paper 
or materials; this also can be guarded against.*°* Also, if a machine (as in 
the case of motion pictures) is patented, the illicit tie-in can no more be 
allowed as a condition of a patent license than it could be of a lease of the 
machine. 7°? In such a situation, to rid both the defendant and the Govern- 


* United Shoe Machinery Co. v. United States, 258 U.S. 451, 456, 42 Sup. Ct. 363, 
364 (1922). It is the conventional experience of every small town or army post that 
one cannot afford to turn down the dinner invitations of the town banker or the com- 
manding colonel, yet Mr. Justice McKenna in United States v. United States Steel Corp., 
251 U.S. 417, 440, 40 Sup. Cr. 293, 295 (1920), cited the famous “Gary dinners” as ex- 
amples of voluntary cooperation needed by USS. Steel to make its power efficient! 

“Consent judgment in United States v. White Cap Co., CCH 1948-1949 Trape 
Cases § 62,267, § IV-B (N.D. Ill. 1948). 

See final judgment in United States v. American Can Co., supra note 60 
(§ If - 11). An analogous provision appears in the cartel judgment entered by consent 
against ASCAP, which involved exclusive cross-licensing of the musical repertories of 
ASCAP and foreign performing rights societies. ASCAP’s repertory was so dominant 
that the desire to get it led foreign societies to offer their repertories only to ASCAP. 
To neutralize this condition, the judgment provides that licensing negotiations for the 
ASCAP repertory take place at a different time than negotiations for the foreign re- 
o_o that ASCAP might wish to acquire. United States v. ASCAP, CCH Trape 

&. Rep. (9th ed.) J 62,594, § IV-D (S.D.N.Y. 1950). 

“ Consent judgments in United States v. A. B. Dick Co., CCH 1948-1949 Trane 
Cases § 62,233, § Ul, 15, 16 (N.D. Ohio 1948); United States v. White Cap Co.. CCH 
1948-1949 Txave Cases {| 62,267, Sec. 1V (F) (ND. Ill. 1948). In the Dick judgment, the 
defendant is also required to terminate the dealership or distributorship of persons en- 
gaging in such practices. United States v. A. B. Dick Co., supra, Sec. VII (4). 

“ Mouon Picture Patents Co. y. Universal Film Manufacturing Co., 243 U.S. 502, 
37 Sup. Cr. 416 (1917), overruling, Henry v. Dick Co., 224 US. 1, 32 Sup. Cr. 364 (1912). 





| 
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ment of the burden of proving or defending a “tie-in” or conditioning, some 
judgments provide for unconditional licensing of patents on a reasonable 
royalty basis. Where warranties are a determinative factor in making sales, 
defendants may be enjoined from conditioning such warranties on the pur- 
chaser getting ‘machines, and the raw canted for those machines, from the 
same source. *°* Also, defendants have been required to indicate in their ad- 
vertising that other than their materials may be used in connection with 
their machines. 3 


On occasion, the defendant’s dominance of the industry, and the in- 
dustry sales pattern, are so entrenched that purely negative injunctions of 
the type just set forth do not suffice to restore competitive conditions. In 
such situations, courts have ordered the compulsory leasing of machines. *° 
However, free or nominal rentals must be done away with and replaced by 
compensatory commercial rentals. *°* Moreover, the leasing of machines, as 
a practical matter, leaves the lessee open to continued solicitation, induce- 
ment and coercion by defendants’ repairmen and salesmen, who, among 
other things, can disparage their competitor’s materials and insinuate that the 
use of such materials is responsible for inefficiencies in operation. Hence, 
it is appropriate to favor the sale of machines as against their lease, so that the 
title passes outright to the user of the machines and he is no longer subject 
to the paternal solicitude of the machine manufacturer. 


The rendering or withholding of services can be as effective an instru- 
ment for stifling independent competition, as can the unavailability of repair 
and spare parts. The courts have held that the sale of a product cannot, 
consistently with the Sherman Act, be the occasion for making the buyer 
get further financing services from the same source. °* The converse of this 
also obtains: the rendering of free or nominal services may condition the 
recipient thereof to buy products from a Sherman Act defendant, and may 
therefore be absolutely enjoined, regardless of whether those services be 
technical #8 or financial ** in nature. And, if the rendering of such services 


™ Final judgment in United States v. Standard Register Co., Civil No. 36040, 
D.D.C,, Dec. 13, 1949 (§ IV (G), (H)). 

Consent judgment in United States v. A. B. Dick Co., CCH 1948-1949 Trave 
Cases J 62,233, § VII-5 (N.D. Ohio 1948). 

“ United States v. International Salt Co., 332 U.S. 392, 68 Sup. Cr. 12 (1948); 
Hartford-Empire Co. v. United States, 323 U.S. 386, 65 Sup. Cr. 373 (1945). 

“* Low machine rentals are not only a come-on for customers to buy materials from 
the source of the machine, but also make impossible competition in the machine in- 
dustry. See p. 631 et seq., supra. 

‘" United States v. General Motors Corp., 121 F.2d 376 (7th Cir. 1941) (tie-in of 
tools, equipment, and accessories also attacked.) 

™ Consent Re me in United States v. Gamewell Co., CCH 1948-1949 Trape 
Cases {] 62,236, § V (G) (D. Mass. 1948). 

Thus in the American Can and Continental Can judgments, the defendant is en- 
joined from making loans, or guarantees of loans or credit, to container users. United 
States v. American Can Co. § Il (9) (N.D. Cal. 1949), 
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can be absolutely enjoined, less sweeping remedies are clearly appropriate, 
such as that the services be made available on a non-discriminatory basis, ''° 
ov that the furnisher of the services not condition their availability on the 
buying of materials or products from him. 


Another area where industry inertia may mean the persistence of trade 
restraints unless vigorous and specific measures are adopted by the courts 
is the field of international trade. Defendants in international cartel cases 
have urged that great governmental barriers stand in the way of any free 
international trade. ''* Jurisdiction over foreign co-conspirators still remains 
a difficult matter, more difficult however as a practical relief and enforce- 
ment matter than in theory. ''* Within such limitations, however, the man- 
made barriers to trade must be abolished. These barriers cannot, in all 
cases, be exorcised by general injunctive language against dividing territories, 
markets, or Customers, restricting exports and imports, etc. It is axiomatic 
that contracts, agreements and arrangements containing illegal features be 
terminated. Here, as in the domestic field, the better practice is outright 
cancellation rather than mere reformation of existing instruments. Like- 
wise, injunctions must be devised against individual conduct that would 
serve to perpetuate restraints that originated in joint action, or against con- 
duct that might be legal in a non-antitrust context. ’'* The elimination of 
stock interests in foreign competitors, frequently the fiscal seal upon a prior 
contractual restraint, has already been alluded to.'"* In certain fields, par- 


“Final judgment in United States v. American Can Co., supra note 60, § § I (11) 
and If] (15) (technical services), Il (10) (credit terms). Consent judgments in United 
States v. Technicolor (against Technicolor), V CCH Trane Rec. Rep. (9h ed.) 
| 62,586, § X-B-D (S.D. Cal. 1950); United States v. The Textile Machine Works, 
CCH Trave Rec. Rep. (9th ed.) § 62,709 (S.D.N.Y. 1950) Art V (3) (installation 
and repair services, V (6) (research and development services). 

Consent judgment in United States v. Technicolor (against Eastman Kodak), 
CCH 1948-1949 Trape Cases 9 62,338, Sec. X (S.D. Cal. 1948). The conditioning of 
wutdvor advertising on the purchaser taking other outdoor advertising services Hed 
the same source has been enjoined. Final decree in United States v. General Outdoor 
Advertising Co., Eq. No. 46-50, $.D.N.Y., May 7, 1929 ({ 5-c). Analogous conditioning 
of know-how (a form of service) has likewise been banned. See note 59, supra. 

= See Perkins, Cartels--What Shall We Do About Them?, 189 Harpers 570 (1944), 
answered by Judge Rifkind in United States vy. National Lead Co., 63 F. Supp. 513 
(S.D.N.Y. 1945). 

Compare United States v. Seophony Corp. of America, 333 U.S. 795, 68 Sup. Cr. 
85S (1948), and United States v. United States Alkali Export Association, $.D.N.Y., July 

7, 1946, with United States v. De Beers Consolidated Mines, Ltd., 325 U.S. 212, 65 Sup. 
Cr. 1130 (1945). 

“See Ethyl Gasoline Corp. v. United States, 309 US. 436, 461, 60 Sup. Cr. 618, 
627 (1940). For example, compulsory sale negates the so-called right of customer selec- 
uon; compulsory patent licensing, the right of exclusivity in a patent. 

‘“ See note 21, supra. 
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ticipation in joint patent-holding and research companies with foreign com- 
petitors has a baleful anti-competitive aspect, and may be enjoined. '** 

Effective relief must also take into account the fact that trade restraints 
which originated in agreements among antitrust conspirators may be sus- 
tained and perpetuated by the mere existence of certain legal institutions. 
Thus, for example, it may not be sufficient, in the case of patented or trade- 
marked articles, merely to cancel the contractual arrangements to divide 
territories. The patent or trademark itself confers on its owner the power 
to bar from importation into a country any article embodying the patent 
or bearing a similar or confusing mark. 

The entry of patented articles into the United States must therefore be 
assured, either by general injunctive language against allocation of terri- 
tories, or by more specific language depriving defendants of the right to sue 
on the patent or trademark. ''* Conversely, with the end in view of open- 
ing up foreign markets to American exports defendants are required to grant 
applicants immunities under foreign patents under the defendants’ control. '** 


Quite illuminating are some of the recent safeguards against trademarks 
serving as a sanction for the continued enforcement of international ter- 
ritorial divisions. '* In coping with less aggravated phases of this problem, 
illegal cartel agreements involving trademarks are, of course, terminated 
and injunctions issue against the defendant's reserving its mark in foreign 
countries for its foreign cartel partners, conditioning the use of its trade- 
mark on its co-conspirators pursuing a non-export policy, etc. In a more 
aggravated contested case, the defendant had provided, in the cartel agree- 
ment, that the trademarks (and even tradenames) of its foreign co-conspira- 


“Consent judgments in United States v. Libbey-Owens-Ford, CCH 1948-1949 
‘Trave Cases §| 62,323, Art. XXIV (N.D. Ohio 1948); United States v. Scophony Corp. 
of America, CCH 1948-1949 Trane Cases § 62,356 (S.D.N.Y. 1949) (§ V—divesticure of 
all stockholdings). 

™ For the latter, see consent judgments in United States v. Libbey-Owens-Ford, 
CCH 1948-1949 Trape Cases § 62,323, Art. VII (patents) (N.D. Ohio 1948); United 
States v. Electric Storage Battery Co.. CCH 1946-1947 Trape Cases { 57,645, Art. XU 
(trademarks) (S.D.N.Y. 1947); United States v. American Bosch Corp., CCH 1948-1949 
Trave Cases § 62,284, Art. V (A) (f) (trademarks) (S.D.N.Y. 1948); United States v. 
S.K.F. Industries, V CCH Trane Rec. Rep. (9th ed.) § 62,708 (E.D. Pa. 1950) (§ V 
(G) - trademarks). 

Consent judgments in United States v. Diamond Match Co. [V CCH Trape 
Rec. Rep. (9th ed.) J 57,456 (S.D.N.Y. 1946) (§ XIID; United States v. American Air 
Filter Co. IV CCH Trave Rec. Rep. (9th ed.) {| 57,492 (W.D. Ky. 1946) ($ IV -c); 
United States v. Owens-Corning-Fiberglas, CCH 1948-1949 Trave Cases 62,442, § VIII 
(N.D. Ohio 1949); United States v. American Optical Co., CCH 1948-1949 Trape Cases 
| 62,308, §VIIT (S.D.N.Y. 1948); United States v. General Electric Co. (Corning Glass 
Works), CCH 1946-1947 Trave Cases {| 57,448, § VII (D.N.J. 1946). 

'’ The first (and only) court decision dealing with this problem is United States v. 
Vimken Roller Bearing Co., 83 F. Supp. 284 (N.D. Ohio 1949). A fuller treatment of 
this subject is to be found in Timberg, Trademarks, Monopoly, and the Restraint of 
Competition, 14 Law anv Content. Pros. 323, 334-341 (1949). 
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tors revert to it in the event the cartel agreement was terminated; the court 
ordered in its judgment that this reversionary right be cancelled together 
with the agreement of which it was a part. ?*° Another example of thorough- 
going trademark relief occurs in a recent consent judgment which requires 
the defendant to adopt, register, and promote in foreign countries a new 
mark, completely distinguishable from that of its cartel associate. #4 Com- 
pulsory sale injunctions insure, at the least, that American exporters have an 
opportunity to develop foreign outlets for a restrained product, even if the 
original producer be backward in this regard. **? Advertisements in foreign 
periodicals and direct circularization of foreign customers are reasonable and 
not too onerous methods of spreading word of the new competitive dispensa- 
tion.*** Equally appropriate, is the requirement that the defendant so 
package, label, advertise, and distribute his product as not to create a pos- 
sibility of exclusion from a foreign market.?** Still other relief may 
superficially appear to be unrelated to trademark abuse; and is in fact ap- 
propriate even in non-trademark cases. In this category fall injunctions 
against the referral of orders to cartel co-conspirators, and against foreign 
distributorship arrangements that would operate to divert business to such 
co-conspirators. **° 


ENFORCEMENT OF ANTITRUST JUDGMENTS 


The basic sanction of all law is publicity, and the habit of obedience. 
Antitrust equity judgments are officially entered in open court and are a 
matter of public record. They are further publicized in various ways. 
Thus, the Commerce Clearing House Trade Regulation Service has re- 
printed every antitrust consent judgment; the Patent Office has listed, and is 
continuing to list, both in its Official Gazette and in its patents file, the 
patents required to be licensed or dedicated under what are now approxi- 
mately sixty judgments; and trade journals are giving increased and more 


™ Final judgment in United States v. Timken Roller Bearing Co., supra note 21. 

%1 United States v. S.K.F. Industries, Inc. W CCH Trapve Rec. Rep. (9th ed.) 
{ 62,708 (E.D. Pa. 1950) (§ VI). 

™ Consent judgments in United States v. Electric Storage Battery Co., CCH 1946- 
1947 Trape Cases J 57,645 (S.D.N.Y. 1947); United States v. S.K.F. Industries, supra 
note 121. The Timken judgment covers not only the furnishing of products, but the 
furnishing of the technical services that are indispensable to the efficient sales promotion 
of certain types of industrial products. 

* Final judgment in United States v. Timken Roller Bearing Co., supra note 21 
(§ § X(A), X(B), and XI); consent judgment in United States v. S.K.F. Industries, Inc., 
supra note 121 (Sec. VI(E) (i) (ii) (iii)). 

™ Consent judgments in United States v. Electric Storage Battery Co., CCH 1946- 
1947 Trapve Cases 9 57,645 (S.D.N.Y. 1947) (Art. XI); United States v. American Bosch 
Corp., CCH 1948-1949 Trape Cases J 62,284 (S.D.N.Y. 1948) (Art. VI(B)); United 
States v. S.K.F. Industries, supra note 121, Sec. VI(E) (iv). 

** Unaccompanied by trademark relief in the Owens-Corning-Fiberglas and Na- 
tional Acme consent judgments, supra note 46. Supplementary to trade-mark relief in 
the Timken and S.K.F. Industries consent judgments. 
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enlightened coverage to judgments affecting their respective industries. In 
addition, there has been increasingly wider circulation of copies of judg- 
ments to the officers, employees, dealers, distributors, and customers of the 
defendants. Some of these distributions are required by the terms of the 
judgments themselves; *** others arise from the prudence of defense counsel, 
who wish to minimize the risk of non-compliance with a judgment. 


The reserved jurisdiction that the court retains with respect to the fu- 
ture functioning of its judgment, which is unique to Anglo-Saxon juris- 
prudence, is a signal aid to effective enforcement. The verbal form of this 
reserved jurisdiction has become more or less standard, and is probably a fair 
expression of the inherent powers of an equity court: 


Jurisdiction of this cause is retained for the purpose of enabling the 
parties to apply to the Court at any time for such further orders and 
directions as may be necessary or appropriate for the construction or 
carrying out of this Judgment, for the amendment or modification of 
any of the provisions thereof, for the enforcement of compliance there- 
with, or for the punishment of violations thereof. 


Judgments cannot be enforced in a factual vacuum. It is, therefore, 
necessary that any agency charged with such enforcement have visitatorial 
powers. The visitatorial provisions, which have for some time been a fixture 
of every antitrust judgment, customarily follow the three-fold pattern of 
granting to the Department of Justice access to the defendant’s books, 
records and documents, the right to interview the defendant’s officers and 
employees, and the right to have the defendant submit reports on matters 
relevant to the judgment. Occasionally, this provision is buttressed by a 
specific requirement that commercial records be kept in reasonably detailed 
and systematic form for a period of years, so that the facts relevant to judg- 
ment compliance may be easily checked. **7_ This may be as good a notion 
for a virtuous defendant as for a suspicious government. 


“Final judgments in United States v. Standard Oil Co. of California, No. 6159-Y, 
S.D. Cal., June 20, 1948 (§ VIII - dealers); United States v. Standard Register Co., Civil 
No. 36040, D.D.C., Dec. 13, 1949 (§ VII - licensees); United States v. American Can Co., 
Secs. III(7), VI(A)(2)(7) (can customers and machine lessees) (N.D. Cal. 1949); 
United States v. Timken Roller Bearing Co., 83 F. Supp. 284 (N.D. Ohio 1949). Con- 
sent judgments in United States v. American Optical Co., CCH 1948-1949 Trape Cases 
1 62,308 (S.D.N.Y. 1948) (Secs. V(A) and V(B)—patent licensees); United States v. 
Libbey-Owens-Ford Glass Co., CCH 1948-1949 Trape Cases {| 62,323 (N.D. Ohio 1948) 
(Art. XXII(C)-patent licensees and foreign manufacturers); United States v. Bendix 
Home Appliances, CCH 1948-1949 Trape Cases J] 62,346 (S.D.N.Y. 1948) (Secs. IX and 
X—distributors and dealers); United States v. The Gamewell Co. CCH 1948-1949 
Trave Cases {| 62,236, Sec. XI(A) (defendant’s agents and employees) (D. Mass. 1948); 
United States v. S.K.F. Industries, Inc.. WV CCH Trane Rec. Rep. (9th ed.) ¥ 62,708 
(E.D. Pa. 1950). 

*" Final judgment in United States v. American Can Co. (N.D. Cal. 1949) (Sec. 
VI(B)(C)); consent judgment in United States v. The Gamewell Co., CCH 1948-1949 
Trave Cases § 62,236 (D. Mass. 1948) (Sec. XI(B)). 
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The most drastic method of enforcing antitrust judgments is, of course, 
to initiate contempt proceedings. '** However, the continuing surveillance 
exercised by the Department is in itself a guarantee of enforcement. Some- 
times, Departmental inquiry demonstrates the effectiveness of a judgment. 
Thus, in one situation, the forbidden practice, whereby a defendant had 
forced purchasers of its equipment to take trademark franchises from it had 
obviously ceased, since the number of sales accompanied by such trademark 
franchises had, in a period of a few years, dwindled from seventy per cent to 
one per cent of defendant's total sales. In another case, the dissolution of a 
common sales agency precipitated a twenty-five percent drop of prices in 
ten months, at a time when the general price level was steadily moving up- 
ward. In still another, a national defense establishment was able for the 
first time to install its own equipment, instead of having to use the supplier 
of the equipment. There has also been evidence that the reasonable royalty 
provisions of patent judgments resulted in lower royalties for licensees. **° 


On occasion a departmental inquiry suggests revisions of such of defend- 
ant’s business practices, as are “sensitive” either under the judgment or inde- 
pendently under the antitrust laws. Where complaints and departmental 
investigation reveal new abuses in an industry that require rectification, an 
old judgment may be replaced by a new modified judgment designed to take 
account of these new features. *° This inherent right of an equity court to 
modify its judgment, it should be noted, is a method of imparting flexibility 
in the operation of the judgment that has its advantages for the defendant 
as well as the government. While the normal expectation is that the Gov- 
ernment and the defendants will abide by the terms of antitrust judg- 
ments, ** defense counsel should not conjure up imaginary future horribles, 
because situations of substantial hardship can be taken up with the court. ** 


Although the practice has been to respect the finality of judgments, it 


™ The recent cases are United States v. The National Cash Register Co., Crim. 
No. 7092, Supp. to Eq. No. 6802, S.D. Ohio, Jan. 8, 1947 (defendants convicted and 
fined $25,000; supplemental civil judgment entered upon consent); United States v. The 
Univis Lens Co., Crim. No. C 129-387, supplemental to Civil No. 10-392, S.D.N.Y., May 
24, 1949 (Government's petition dismissed); United States v. Crescent Amusement Co., 
Crim. No. 1130, supplemental to Civil No. 54, M.D. Tenn., May 10, 1950 (pending) ; 
United States v. e Gamewell Co., V CCH Trane Rec. Rep. (9th ed.) J 61,112 
(D. Mass. 1950) (corporate defendant fined $50,000; two individual defendants sen- 
tenced to year and a day, but execution of sentence suspended for a probationary period 
of two years). 

™ See note 43, supra. 

™ United States v. American Society of Composers, Authors and Publishers, 
V CCH Trane Rec. Rep. (9th ed.) {1 62,595 (S.D.N.Y. 1950); United States v. American 
Bosch Corp., CCH 1948-1949 Trape Cases {] 62,284 (S.D.N.Y. 1948). 

‘* According to Mr. Justice Cardozo, modification requires a determination that 
changes have taken place that are so important that dangers against which the judgment 
is directed “have been attenuated to a shadow”, and calls for “nothing less than a clear 
showing of grievous wrong evoked by new and unforeseen conditions.” United States 
v. Swift and Co., 286 U.S. 106, 119, 52 Sup. Cr. 460, 464 (1932). 

See note 10, supra. 
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is arguable that the reserved jurisdiction of the court may be resorted to by 
the Government any time that the basic purposes of a judgment are being 
frustrated. In recent years, however, many consent judgments have con- 
tained explicit reservations giving the Department the right to go to court, 
after the judgment has been in operation a fixed number of years, either 
specifically to ask for the more drastic remedies of dissolution, divestiture, 
and divorcement or generally to ask for any further appropriate relief. 
Typically these are cases where the Government feels that there is an ad- 
vantage in taking a present settlement that will immediately alleviate the 
alleged restraints, instead of pursuing a protracted course of litigation that 
would permit those restraints to continue for an indefinite future; '** and 
where there are good, but not assured, possibilities that the restraints will be 
removed by the operation of the judgment. Frequently, in these situations, 
the defendants present an economic justification for less far-reaching relief 
than the Department may have asked for in its complaint—a justification 
which the Government is willing to test (without acquiescence) in the light 
of operations under the judgment. 


Thus, for example, in the ASCAP modified consent judgment, *** 
ASCAP and the users of its music stated that there was need for an organiza- 
tion like ASCAP, which contained substantially all the authors, composers, 
and publishers of copyrighted music and was authorized to license on a 
blanket basis its entire repertory of “performing rights” in that music. 
That need lay, it was alleged, in the fact that radio stations and other users 
of ASCAP music could not realistically search out and deal with the multi- 
farious and frequently uncertain individual owners of these performing 
rights. *** The modified judgment which was entered in this case provided 
that the Department could, at any time after five years, request the complete 
dissolution of ASCAP, and, at any time after two years, request the divesti- 
ture from ASCAP of the performing rights held by it in the movie field. 
In Owens-Corning Fiberglas, the consent judgment *** entered by the court 
contained patent and know-how relief designed to dissipate the main eco- 
nomic base of the alleged illegal monopoly, and the defendants had urged 
that there was effective competition from “substitute commodities”. '** 
Here, likewise, without passing on the question of whether such substitute 
commodity competition could properly be taken into account, the ad- 
vantages of a present settlement which would dissipate the technological 
monopoly of the defendant seemed to justify forebearance by the Depart- 


“8 Compare the “time utility” of the economists. 

™ See note 130, supra. 

** This situation presents certain arguable analogies to the patent pooling arrange- 
ment upheld by the Supreme Court in Standard Oil Co. v. United States, 283 US. 163, 
51 Sup. Cr. 421 (1931). 

See note 46, supra. 

"See Judge Learned Hand’s unfavorable analysis of this contention in United 
States v. Corn Products Co., 234 Fed. 964, 975 (S.D.N.Y. 1916). 
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ment for pressing for further relief for a period of five years. During that 
period, it could, of course, be determined whether monopoly conditions 
persisted or new restraints had made their appearance in this new and de- 
veloping industry. Without going into the details of other cases which 
have had similar provisions, *** it is quite likely that defendants operating 
under the “Damocles’ sword” of such a specially noted reserved jurisdiction 
will tend to be particularly careful of behavior that might run counter 
to the antitrust laws or to the court judgments to which they are subject. 


CONCLUSION 


Antitrust equity jurisprudence will continue to evolve, both because 
adaptation is the essence of equity and because the routines and practices 
of American business remain in dynamic flux. Equitable remedies must 
fulfill the basic purpose of the antitrust proceedings and an antitrust judg- 
ment, therefore, must be more than a mere catalog of illegal (and therefore 
forbidden) practices. *** The most rigorous demand that antitrust judg- 
ments make of advocates is that they disentangle themselves from the his- 
torical facts of the alleged or proven violations, take their base in the in- 
dustry facts of the present, and project for the future a code of forbidden 
(or required) practices and arrangements that will effectually stop, pre- 
vent, cure, and compensate for past and future restraints of trade. 


To that project the antitrust advocate must bring not only a knowledge 
of the antitrust laws, but also patience, perceptiveness, drafting acumen, 
flexibility of viewpoint, and a knowledge of industry necessities, facts, 
practices, and trends. As the occasion requires, he has to be master of the 
legal and economic implications of such widely diverse institutions as 
patents, trade marks, copyright, credit, and corporate finance. Whether 
he wills it or not, the antitrust advocate, if he desires to make an adequate 
approach to problems of antitrust relief, becomes a practicing economist and 
a co-developer of public law and public policy. 


* Fina] judgment in United States v. American Can Co. (N.D. Cal. 1949) (§ III- 
21). Consent judgments in United States v. Technicolor (against Technicolor), V CCH 
Trave Rec. Rep. (9th ed.) § 62,586 (S.D. Cal. 1950) (§ XV); United States v. Libbey- 
Owens-Ford, CCH 1948-1949 Trape Cases J 62,323, § XXIX (N.D. Ohio 1948); amended 
final judgment in United States v. ASCAP (domestic), V CCH Trane Rec. Rep. (9th 
ed.) § 62,595 (S.ID.N.Y. 1950) (§ XVII); United Srates v. ASCAP (cartel), V CCH 
Trave Rec. Rep. (9th ed.) 9 62,594 (S.D.N.Y. 1950) (§ IX); United States v. Allied Van 
Lines, IV CCH Trane Rec. Rep. (9th ed.) ¥ 57,427 (N.D. Ill. 1945) (§ X). 

™ Thus, in the American Can judgment, the defendant was required to negotiate 
individual can contracts for each canning plant; to execute a new can contract only 
within the 90 day period immediately preceding termination of the old one, for a 
period of five years not to grant any quantity discounts, not to grant any preferences 
to can customers or machine lessees; and, with narrow exceptions, not to give or pay 
any sums of money or other valuable considerations to container users. Examine also 
the forty-five practices which the Sugar Institute defendants were required to de- 
sist from by Circuit Judge Mack, many of which might well have been considered legal 
in a non-antitrust context. See note 89, supra. 











THE TREBLE DAMAGE ACTION 


BY THOMAS C. McCONNELL * 


UNDER SECTION 7 OF THE SHERMAN ACT, “Any person who shall 
be injured in his business or property by any other person or corporation by 
reason of anything forbidden or declared to be unlawful by this act, may sue 
therefor in any circuit court of the United States in the district in which 
the defendant resides or is found, without respect to the amount in con- 
troversy, and shall recover three fold the damages by him sustained, and the 
costs of suit, including a reasonable attorney ’s fee”.* Section 4 of the Clay- 
ton Act contains almost identical provisions. ? 


BASIS OF THE TREBLE DAMAGE ACTION 


From the statute itself it appears that a civil suit for treble damages by a 
private litigant is concerned primarily with damage or injury occasioned 
the plaintiff, and this must be shown to the satisfaction of the court or jury 
in order to successfully prosecute such a suit. Where the government need 
only establish a conspiracy, monopoly, or restraint of interstate trade and 
commerce, the private litigant must show not only a violation of public 
rights prohibited by the Act,* but must also show ‘that the illegal activity 
impinges upon his business or property and injures it. However, whatever 
is done by those engaged in a scheme or plot in furtherance of an unlawful 
purpose under the antitrust laws becomes tainted with the illegality of the 
scheme, however innocent it might have been when standing alone, and the 
separate acts become thereby so interwoven with the unlawful scheme as 
to be actionable if they cause injury to a plaintiff. * 


PRICE FIXING 


Most business conspiracies are directed at some form or method of 
price-fixing or controlling a market to indirectly affect a price. Under a 
long line of decisions, starting back with the case of Umited States v. 


* THOMAS C. McCONNELL. BS. 1921, LL.B. 1924, Harvard University. 
Member of the firm of McConnell, Lutkin and Van Hook, Chicago, 
Illinois. 


*26 Srar. 209 (1890). 

*38 Srar. 731 (1914); 15 U.S.C. § 15 (1946). 

*D. R. Wilder Mfg. Co. v. Corn Products Refining Co., 236 U.S. 165, 35 Sup. Cr. 
398 (1915); Shorkin v. General Electric Co., 171 F.2d 236 (10th Cir. 1948). 

‘Monarch Tobacco Works v. American Tobacco Co., 165 Fed. 774 (W.D. Ky. 
1908); Wheeler-Stenzel Co. v. National Window Glass Jobbers’ Assn., 152 Fed. 864, 874 
(3d Cir. 1907); U.S. v. Paramount Pictures, Inc., 334 U.S. 131, 148, 68 Sup. Cr. 915, 924 
(1948). 
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Trenton Potteries Co.,* price-fixing is illegal per se under the antitrust laws. 
As stated by the Supreme Court of the United States in the case of United 
States v. Socony-Vacuum Oil Company: ° 


“Nor is it important that the prices paid by the combination were 
not fixed in the sense that they were uniform and inflexible. Price- 
fixing as used in the Trenton Potteries case has no such limited meaning. 
An agreement to pay or charge rigid, uniform prices would be an illegal 
agreement under the Sherman Act. But so would agreements to raise 
or lower prices whatever machinery for price-fixing was used.” 


In the carrying out of these price-fixing conspiracies, many acts inno- 
cent in and of themselves but performed in furtherance of the scheme be- 
come actionable because tainted with illegal activity. In United States v. 
Bausch & Lomb Optical Co.,* the Court said: 


“These illegal contracts cannot be considered, however, as happen- 
ings completely insulated from other incidents of the Soft-Lite dis- 
tribution system... . it is plain that the arrangements for price main- 
tenance in the wholesalers’ sales to retailers are an integral part of the 
whole distribution system. 


“We think that where a distribution system exists . . . . which is 
illegal because of unallowable price fixing contracts . . . subsequent 
price maintenance contracts, otherwise valid, should be cancelled, along 
with the invalid arrangements, in order that the ground may be cleansed 
effectually from the vice of the former illegality.” 


It is usually argued by defendants’ counsel in treble damage suits that if 
the purpose of the conspiracy is not specifically to injure the plaintiff, the 
fact that acts otherwise innocent injured him during the course of the con- 
spiracy is immaterial and insufficient to support the action. This contention 
is disposed of in the case of Monarch Tobacco Works, where the court said: 


“The conspiracy and combination, though themselves unlawful, can- 
not injure any person either in his business or property so as to give him 
a cause of action under section 7, unless something be done to make the 
combination and conspiracy effective, but whatever is done by those 
engaged in the scheme or plot with the motive and intent to carry out 
the unlawful purpose itself becomes tainted with the illegality of the 
scheme, however innocent it might otherwise have been, the separate 
acts becoming thereby so interwoven with the unlawful scheme as to 
cause the injury ‘by reason’ of the combination, within the language of 
section 7.” ® 


*273 US. 392, 47 Sup. Cr. 377 (1927); cf., Kiefer-Stewart Company v. Joseph F. 
Seagram & Sons, Inc., 340 US. 211, 213, 71 Sup. Ct. 259, 261 (1951). 

*310 U.S. 150, 222, 60 Sup. Ct. 811, 843 (1940). 

* 321 U.S. 707, 720, 724, 64 Sup. Cr. 805, 812, 814 (1944). 

* Monarch Tobacco Works v. American Tobacco Co., 165 Fed. 774, 780 (W.D. Ky. 
1908). 
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In the case of Louisiana Farmers’ Protective Union v. Great A. & P. 
Tea Co.,* the court said: 
“Acts in themselves lawful considered alone, if a part of a plan for 
controlling prices to eliminate competition in interstate commerce, are 
unlawful.” 


It follows from the above that if acts are done pursuant to a conspiracy 
or in furtherance of a monopoly or in restraint of trade in interstate com- 
merce and these acts damage a plaintiff, he has a right of action for treble 
damages under the antitrust laws. 


PROOF OF CONSPIRACY 


In bringing an action under the antitrust laws, a present-day litigant is 
aided by a very great development in the law which has occurred in recent 
years. The proof of the conspiracy itself is now far simpler due to a 
recognition by the courts of the subtle and tacit agreements now used to 
effectuate business conspiracies. “The picture of conspiracy as a meeting by 
twilight of a trio of sinister persons with pointed hats close together be- 
longs to a darker age.” *" 


In earlier cases plaintiffs attempting to prove a conspiracy by infer- 
ence were almost invariably thwarted by the application of a rule that where 
equally valid inferences can be drawn from the facts, the court and jury 
must prefer the intendment of innocence of a violation of the antitrust 
laws. '? The turning point came with the case of Interstate Circuit, Inc. v. 
United States, ** where the Court, in ruling on the sufficiency of conspiracy 
proof, said: 

“It was enough that, knowing that concerted action was contem- 
plated and invited, the distributors gave their adherence to the scheme 
and participated in it.” 


This was carried one step further in the case of United States v. Masonite 
Corporation.** There the trial court had found that “in negotiating and 
entering into the first agreements each appellee, other than Masonite, acted 
independently of the others, negotiated only with Masonite, desired the 
agreement regardless of the action that might be taken by any of the others, 


* 131 F.2d 419, 422 (8th Cir. 1942). 

“ Cf. H. B. Marienelli v. United Booking Offices of America, 227 Fed. 165, 170, 
171 (S.D.N.Y. 1914); Wheeler-Stenzel Co. v. National Window Glass Jobbers’ Associa- 
tion, 152 Fed. 864, 874 (3d Cir. 1907). 

“HAMILTON AND Titi, AntiTRUsT rv Action 15 (TNEC Monograph 16, 1940). 

* Gary Theatre Co. v. Columbia Pictures Corporation, 120 F.2d 891, 895 (7th Cir. 
1941). Cf. Westway Theatre, Inc. v. Twentieth Century-Fox Film Corporation, 30 F. 
Supp. 830 (D. Md. 1940), affirmed, 113 F.2d 932 (4th Cir. 1940), and earlier cases cited 
therein. 

* 306 U.S. 208, 226, 59 Sup. Cr. 467, 474 (1939). 

* 316 U.S. 265, 62 Sup. Cr. 1070 (1942). 








662 ANTITRUST LAW [Vor. 1950 


did not require as a condition of its acceptance that Masonite make such an 
agreement with any of the others, and had no discussions with any of the 
others”. Nevertheless, the Supreme Court held as a matter of law that the 
facts shown by the record proved conspiracy, saying: 


“Tt is elementary that an unlawful conspiracy may be and often is 
formed without simultaneous action or agreement on the part of the 
conspirators. Acceptance by competitors, without previous agreement, 
of an invitation to participate in a plan, the necessary consequence of 
which, if carried out, is restraint of interstate commerce, is sufficient to 
establish an unlawful conspiracy under the Sherman Act.’ ” 


In the case of William Goldman Theatres, Inc. v. Loew’s Inc., et al.,' 
the Court cited the above language to sustain a finding of conspiracy in 
which no direct evidence of “simultaneous action or agreement on the part 
of the conspirators” was produced. The court then went on to carry it a 
step further: 


“We conclude that where a person has an available theatre to ex- 
hibit first-run pictures in a city of some two millions of people, where 
such business draws receipts in the many more millions of dollars each 
year, where the public has a live interest in the recreation, education 
and informative services which this new art form furnishes, a course of 
conduct, by those who own all of the other available theatres in that 
area, and those who distribute the product, which eliminates from com- 
petition the owner of the available theatre, constitutes a violation of the 
statutes.” *7 


From the above it would follow that a plaintiff in a civil suit for dam- 
ages can now prove the conspiracy element of his case wherever he can 
show to the satisfaction of a court or jury that competitors are acting pursu- 
ant to a method of doing business which excludes him from competition. 
Similarly, he can prove a monopoly even if it is limited to a small geograph- 
ical area if he can show that the distributors of a product are acting pursuant 
to a plan to exclude him from competing with a monopoly confined to such 
smal) area. Further, it seems clear that the courts have reached the position 
that the purpose of the antitrust laws—an intendment to secure equality of 
opportunity—is thwarted if group power Is used by any means to eliminate 
a competitor who is equipped to compete ** and it makes no difference how 
subtle the project or how tacit the agreement, whereby such exclusionary 
tactics are pursued, may happen to be. 


US. v. Masonite Corporation, supra note 14, at 275, 62 Sup. Cr. at 1076. 


“450 F.2d 738, 743 (3d Cir. 1945). 
“Wiliam Goldman Theatres, Inc. v. Loew’s Inc., et al., supra note 16, at 743-744. 
“ United States v. Sucony-Vacuum Oil Company, 310 U.S, 150, 60 Sup, Cr. B11 


(1940). Cf. American Tobacco Co. vy. United States, 324 US. 781, 809, 410, 66 Sup, Cr. 
1125, 1138, 1139 (1946) 
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USE OF THE GOVERNMENT DECREE 


Under Section 5 of the Clayton Act, ** a private litigant is entitled to 
use a judgment or decree obtained in a government suit to prove a prima 
facie case of conspiracy “as to all matters respecting which said judgment 

. would be an estoppel as between the parties thereto ...”. This method 
of proving a conspiracy was successfully used in the case of Wm. H. Rankin 
Co. v. Associated Bill Posters of United States,*° and has been utilized in 
many other cases in which, in addition, other proof of conspiracy was 
offered. 


However, the entire subject of the use of such type of judgment for 
the purposes of proving a prima facie case of conspiracy has been thrown 
into hopeless confusion by a recent decision of the Court of Appeals for the 
Seventh Circuit in the case of Emich Motors Corporation v. General Motors 
Corporation.** There the Court of Appeals held that a judgment obtained 
against General Motors Corporation by the government in a criminal case 
could be used to establish a prima facie case of conspiracy, but that the 
question of “ “What issues were determined by the judgment of conviction 
are questions of law to be decided by the court and not issues of fact to be 
decided by the jury in this case.’” The Court then proceeded to apply 
highly technical principles of estoppel by judgment which, to the writer at 
least, seem of doubtful validity and application, to reach the conclusion that 
the admission of the indictment and the government’s judgment in evidence 
was reversible error. Since the Supreme Court of the United States has 
granted certiorari,** any profitable discussion of the use of a government de- 
cree by a private litigant to establish a prima facie case of conspiracy must 
await clarification by the forthcoming decision of the Supreme Court. 


RECENT CHANGES IN TREND OF TREBLE DAMAGE 
DECISIONS 


While the antitrust laws have been on the federal statute books for 
over fifty years, until quite recently cases in which plaintitts had been suc- 
cessful in the recovery of treble dam: ages in civil antitrust suits could have 
been collected and cited in a three-line footnote to this discussion. The only 
apparent reason for this has been the reluctance of the federal courts to deal 
realistically with the problems inherent in the proot of damages in this type 
of litigation. Certainly there is nothing either in the statutes or the common 
law decisions that would make inapplicable i in antitrust suits well-established 
rules of damages utilized in other litigation where proof of damage is made 
difficult by the very illegal acts complained of. 


"38 Srar. 731 (1914); 15 U.S.C. § lo (1946). 

42 F.2d 182 (2d Cir. 1930). 

* 181 F.2d 70 (7th Cir. 1950). 

™”Emich Motors Corp. v. General Motors Corp., 340 U.S. 808, 71 Sup. Cr. 02 (1950). 
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Recent decisions manifesting a better understanding both of what the 
antitrust laws are meant to accomplish within the framework of a free 
economy and of the difficulties of proof involved have finally made it pos- 
sible to prove damages wherever they actually exist. This result has come 
about not by breaking any new paths in the law of damages but merely by 
the application of principles which go back to common law decisions re- 
ported as early as the Year Books. 


A graphic illustration of the change that has come about in the law and 
in the attitude of the courts is furnished by the decision of the Supreme 
Court of the United States in the case of Bigelow, et al. v. RKO Radio Pic- 
tures, Inc., et al.** The Court of Appeals for the Seventh Circuit ** had 
reversed a jury verdict based on the motion picture theatre’s loss of profits 
occasioned by the operation of a business conspiracy which had completely 
destroyed an open market for a period of some twenty years. The plaintiffs 
had necessarily found it impossible to compare their theatre’s earnings in an 
open market with the earnings while operating under the restraints of the 
defendants’ illegal conspiracy. The defendants had destroyed any such 
comparison by destroying an open market. The Supreme Court in reversing 
the decision of the Court of Appeals applied no new approach to the prob- 
lem of proof but went back to ancient decisions for its precedent. It said: 


“The most elementary conceptions of justice and public policy 
require that the wrongdoer shall bear the risk of the uncertainty which 
his own wrong has created. See Package Closure Corp. v. Sealright Co., 
2 Cir., 141 F.2d 972, 979. That principle is an ancient one, Amory v. 
Delamirie, 1 Strange 505, 93 Eng. Reprint 664, and is not restricted to 
proof of damage in antitrust suits, although their character is such as 
frequently to call for its application. In cases of collision where the 
offending vessel has violated regulations prescribed by statute, see The 
Pennsylvania, 19 Wall. (U.S.) 125, 136, 21 L. Ed. 148, 151, and in cases 
of confusion of goods, Great Southern Gas & Oil Co., v. Logan Nat- 
ural Gas & Fuel Co., 6 Cir., 155 F. 114, 115; cf. F. W. Woolworth Co. v 
National Labor Relations Bd., 2 Cir., 121 F.2d 658, 663, the wrongdoer 
may not object to the plaintiff's reasonable estimate of the cause of 
injury and of its amount, supported by the evidence, because not based 
on more accurate data which the wrongdoer’s misconduct has rendered 
unavailable.” *° 


The above principle is so reasonable and so just in its application that it is 
difficult to understand earlier cases such as First National Pictures v. Robi- 
son* and Victor Talking Machine Co. v. Kemeny," which hold that ex- 


327 US. 251, 66 Sup. Cr. $74 (1946). 
“ Bigelow v. RKO Radio Pictures, Inc., 150 F.2d 877 (7th Cir. 1945). 
* Bigelow, et al. v. RKO Radio Pictures, Inc., et al., 327 US. 251, 265, 66 Sup. Cr. 
574, 580 (1946). 
*©72 F.2d 37 (9th Cir. 1934). 
“271 Fed. 810 (3d Cir. 1921). 
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- clusion from a controlled market gives no basis to a court or jury in deter- 
mining damages because it is not shown what the business would earn in an 
open market as a basis for comparison. This rule, of course, made impos- 
sible any proof of damages based on a loss of profits in any industry 
controlled by a conspiracy or monopoly for any considerable length of time. 


ENFORCEMENT VALUE OF THE TREBLE DAMAGE 
ACTION 


On analysis, it is difficult to see any reason for the highly technical re- 
quirements for proving damages as set forth in the earlier antitrust cases 
other than a lack of comprehension on the part of the courts as to the mean- 
ing of the public policy inherent in the enforcement of these laws. The 
concept that the future of a free economy is intimately bound up with the 
freedom of opportunity of small business found its first modern expression 
in the opinion of the Supreme Court of the United States in the Shechter 
case. ** Ever since the rendition of that opinion, many courts have taken 
a more jaundiced view of business conspiracies and have begun to exercise 
a little more ingenuity in working out the rights of private litigants in anti- 
trust cases. Most courts have, albeit reluctantly, come to the conclusion that 
the civil treble damage suit is an important and necessary adjunct to the ef- 
forts of the Department of Justice in the enforcement of the antitrust laws. 
As a result, the legal climate for conspiracy and monopoly has changed 
drastically because even large industries can fee! the impact of million dollar 
judgments where a five thousand dollar fine in a government criminal action 
can be written off to profit and loss as a business risk. 


COURT ATTITUDES TOWARD MEASURE OF DAMAGES 


What has been said above about the failure of the courts to understand 
proper rules of damages to be applied in antitrust suits cannot be justly 
ascribed to the decisions of the Supreme Court. Properly analyzed, its de- 
cision in the case of Eastman Kodak Co. v. Southern Photo Materials Co. *® 
answers every objection which a defendant could make based on any alleged 
insufficiency of proof which stemmed from the defendant's own wrong- 
doing. There the Court said: 


“ 


. a defendant whose wrongful conduct has rendered difficult 
the ascertainment of the precise damages suffered by the plaintiff, is not 
entitled to complain that they cannot be measured with the same exact- 
ness and precision as would otherwise be possible.” *° 


* Schechter Poultry Corp. v. United States, 295 U.S. 495, 55 Sup. Ct. 837 (1935). 

* 273 US. 359, 47 Sup. Cr. 400 (1927). 

* Eastman Kodak Co. v. Southern Photo Materials Co., 273 U.S. 359, 379, 47 Sup. 
Cr. 400, 405 (1927). 
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This case was followed by the case of Story Parchment Co. v. Paterson 
Parchment Paper Co.,*! where the Court said: 


“ 


... ‘The constant tendency of the courts is to find some way in 
which damages can be awarded where a wrong has been done. Diffi- 
culty of ascertainment is no longer confused with right of recovery.’ ” 


However, in both of the above cases as well as in the later Bigelow case the 
Supreme Court rendered lip service to a doctrine that has done yeoman serv- 
ice in aid of the defense of civil suits under the antitrust laws. This found 
expression in the decision of the Court of Appeals in the Bigelow case. 
There the court stated: 

“In suits under our anti-trust laws for claimed loss of profits, specu- 
lation is not permitted to take the place of proof of the fact of damage, 
although if the fact of damage is proved, the amount may be reasonably 
approximated if based upon competent evidence.” * (Italics added) 


This anomalous doctrine has been applied by Courts of Appeal in decisions 
reversing jury verdicts in favor of plaintiffs. ** For a time it created a situa- 
tion in the law where the so-called “fact of damage” was treated as a ques- 
tion of law, leaving nothing of the factual issue of damage except the amount. 
There is nothing in the antitrust laws to justify such an approach to the 
issue. Section 4 of the Clayton Act ** provides: 
“Any person who shall be injured in his business or property by 
reason of anything forbidden in the antitrust laws may sue therefor in 
any district court of the United States... .” 


It thus appears from the statute that any requirement that the so-called 
“fact of damage” be proved by something more than a preponderance of the 
evidence or by direct as distinguished from inferential or circumstantial 
proof is an interpolation of the courts. Furthermore, this so-called “fact of 
damage” is nothing more than a showing that the wrong complained of has 
caused injury or, to use technical language, that it constitutes the proximate 
cause of the plaintiff’s injury. In any other type of civil case involving 
an injury to a business this issue may be decided by the trier of the facts, 
whether court or jury, and such determination will be sustained on appeal 
if there is any substantial evidence to support the finding. Thus, in Doremus 
v. Hennessy * the Illinois Supreme Court said: 

“... in this State what was the cause of the injury, or the combina- 
tion of causes producing it, is a question of fact. Whether the injury 
and damage sustained by plaintiff resulted from the acts of the defendant 


* 282 US. 555, 565, 51 Sup. Cr. 248, 251 (1931). 

“Bigelow v. RKO Radio Pictures, Inc., 150 F.2d 877, 884 (1945). 

*Baush Machine Tool Co. v. Aluminum Company of America, 79 F.2d 217 (2d 
Cir. 1935). 

* 38 Star. 731 (1914); 15 U.S.C. § 15 (1946). 

* 176 Ill. 608, 617, 52 N.E. 924, 926 (1898). 
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or were the result of a new, independent factor for which appellants 
were not responsible, cannot be determined by the court as a question 
of law, unless the fact be conceded or the proof be substantially all to 
that effect.” 


In the Bigelow case the Court of Appeals for the Seventh Circuit was 
reversed for not applying this rule in reviewing a jury verdict supported by 
substantial evidence of the “fact of damage”. The Supreme Court said: 


“ 


. the Court of Appeals rejected the comparison between 
petitioners’ receipts and those of the Maryland Theatre during the five 
years in question, since as it thought, the comparison would not tend to 
prove what the earnings of either theatre would have been during the 
critical period under any system other than that which was the product 
of the unlawful conspiracy. 


“Upon the record in this case it is indisputable that the jury could 
have found that during the period in question a first or prior run 
theatre possessed competitive advantages over later run theatres, because 
of its greater capacity to attract patronage to pictures which had not 
been shown elsewhere, and its ability to charge higher admission prices 
than subsequent run theatres, and that, other things being equal, the 
establishment of the discriminatory release system was damaging to the 
petitioners who were relegated by it to a playing position inferior to 
that of their competitors.” ** 


The Supreme Court then went on to say: 


“Respondents’ argument is, that notwithstanding the force of this 
evidence, it is impossible to establish any measure of damage, because 
the unlawful system which respondents have created has precluded 
petitioners from showing that other conditions affecting profits would 
have continued without change unfavorable to them during the critical 
period if that system had not been established, and petitioners had con- 
ducted their business in a free competitive market.” *” 


In other words, the respondents were arguing that the “fact of damage” had 
to be proved to a legal certainty. The Supreme Court said that “the jury 
may not render a verdict based on speculation or guesswork” but that juries 
are allowed “ ‘to act on probable and inferential as well as upon direct and 
positive proof’ ”, On analysis, therefore, the Bigelow case actually estab- 
lishes that the fact of damage as well as the amount thereof is a jury ques- 
tion, and the jury’s determination of the issue cannot be reversed on appeal 
if there is any substantial evidence to support it even though that evidence 
may be “probable and inferential”. Further, in referring to the fact of 
damage, the Supreme Court said: 


“Bigelow v. RKO Radio Pictures, Inc., 327 U.S. 251, 260, 66 Sup. Ct. 574, 577 
(1946). 
* Bigelow v. RKO Radio Pictures, Inc., supra note 36, at 260, 66 Sup. Ct. at 578. 
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“. .. the wrongdoer may not object to the plaintiff's reasonable 
estimate of the cause of injury ... because not based on more accurate 
data which the wrongdoer’s misconduct has rendered unavailable.” ** 


(Italics added) 


In other words, the measure of proof for the fact of damage is identical with 
the measure of proof of the amount. Either may be sustained upon a show- 
ing of any substantial evidence in the record in support thereof. 


ARE LOST PROFITS THE PROPER MEASURE 
OF DAMAGES? 


The Bigelow case by strong implication suggests that perhaps loss of 
profits is not the best theory upon which an antitrust litigant should proceed. 
By suggestion, at least, the case opens up a completely new approach to the 
proof of damages, citing with approval cases which permit the recovery by 
a plaintiff of profits made by the wrongdoer from his wrongdoing, as dis- 
tinguished from profits lost by the victim of the conspiracy, the Court 
saying: 

“And in cases where a wrongdoer has incorporated the subject of 
a plaintiff's patent or trade-mark in a single product to which the de- 
fendant has contributed other elements of value or utility, and has de- 
rived profits from the sale of the product, this Court has sustained 
recovery of the full amount of defendant’s profits where his own 
wrongful action has made it impossible for the plaintiff to show in 
what proportions he and the defendant have contributed to the 
profits.” “ 


It would seem to follow that where a business conspiracy or monopoly has 
excluded a plaintiff from a business or from obtaining a product necessary 
for the successful conduct of a business, a measure of damages is applicable 
on the basis of the benefit the wrongdoer has obtained from his wrongful 
conduct. This rule would seem particularly applicable where the subject 
matter of the suit is a patent or a copyright. The motion picture cases, for 
example, are in large part based upon the wrongful obtaining of licenses for 
the showing or exhibition of copyrighted motion picture film. To this 
writer, at least, it would seem clear that upon a showing being made that 
certain theatre owners, parties to a conspiracy, had obtained licenses of 
copyrighted film by virtue of a violation of the antitrust laws, a proper 
measure of damages would be the box-office receipts which the wrongdoers 
realized from the showing of pictures unlawfully obtained at the expense of 
the plaintiff in the action. Logically, it should also follow that these receipts 
should be subject only to the deduction of film rentals paid, unless the de- 


* Bigelow v. RKO Radio Pictures, Inc., supra note 36, at 265, 66 Sup. Cr. at 580. 
* Bigelow v. RKO Radio Pictures, Inc., supra note 36, at 265, 66 Sup. Cr, at $80. 
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fendant could prove that patrons came to his theatre not by virtue of the 
showing of the copyrighted film but by virtue of some other attraction at 
his theatre. This measure of damages has the support of respectable author- 
ity in analogous cases. *° 


In a recent case, Milwaukee Towne Corporation v. Loew’s Incorporated, 
et al.*' tried in the District Court of the United States for the Northern 
District of Illinois and now on appeal to the Court of Appeals for the 
Seventh Circuit, the District Court held as a conclusion of law: 


“11. Plaintiff was entitled as of right to purchase and show film 
free of the restraints of the unlawful distribution system. A fair 
measure of the damage to that right by defendants’ unlawful distribu- 
tion system was the loss by plaintiff of admission receipts as the result of 
the application of that system to plaintiff's business, and in this case 
where defendants have mingled admission receipts of their own with ad- 
mission receipts which, except for defendants’ own wrongdoing, would 
have been received by plaintiff and where defendants have made it im- 
possible for plaintiff to show in what proportions, if any, defendants 
have a right to box-office receipts in their theatres, there is legal justifi- 
cation for the conclusion that without the restraints imposed by de- 
fendants plaintiff would have increased its admission receipts, less 
adjustments for film rental, to an amount equivalent to that received 
by the Wisconsin Theatre during the period in which the illegal re- 
straints continued.” 


It will be noted that the above measure of damages does not concern 
itself with loss of profits. Most plaintiffs in antitrust suits have set up their 
proof of damages under a theory of loss of anticipated profits. The dif- 
ficulties involved in such proof are magnified in an antitrust case. ** 


It would seem to follow, therefore, that wherever possible the piaintiff’s 
proof of damages should be made on a theory of proof which would stop 
the inquiry “with the cause nearest to the loss”. 


In the case of Straus v. Victor Talking Machine Co., ** the Court said: 


“Pursuant to Sherman Act, § 7, when a wrong has been done and 
the law gives a remedy, the compensation shall be “equal to the injury; 
the latter is the standard by which the former is to be measured. The 
injured party is to be placed, as near as may be, in the situation he would 
have occupied if the wrong had not been committed.” 


“ Hamilton-Brown Shoe Co. v. Wolf Brothers, 240 U.S. 251, 36 Sup. Cr. 269 (1916); 
See Westinghouse v. Wagner Mfg. Co., 225 U.S. 604, 32 Sup. Ct. 691 (1912). Cf. Sheldon 
v. Metro-Goldwyn Pictures Corp., 309 U. S. 390, 406, 60 Sup. Cr. 681, 687 (1940). 

“ This case has not been officially reported. 

“Cf. Victor Talking Machine Co. v. Kemeny, 271 Fed. 810 (3d Cir. 1921); East- 
man Kodak Co. v. Blackmore, 277 Fed. 694 (2d Cir. 1921); Locker v. American Tobacco 
Co., 218 Fed. 447 (2d Cir. 1914); Central Coal & Coke Co. v. Hartman, 111 Fed. 96 (8th 
Cir. 1901). 

“297 Fed. 791, 811 (2d Cir. 1924). 
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The Court also said: 


“Plaintiffs contend, and rightly, that they were not forced to sue 
for damages for loss of profits, and thus run the risk of no recovery, 
because, plainly, the restrictive arrangement prior to May 1, 1914, 
furnished no standard of comparison with sales made, or profits in- 
creased or lost, by plaintiffs during the period thereafter, when they 
could sell as they pleased. They contended for a rule of damage which 
seeks the proximate cause of damage and the proximate result occasioned 
by that cause. In a case just decided, dealing with an entirely different 
question, Mr. Justice Holmes has used a terse phrase here applicable: 


“ee 


On the other hand, the common understanding is that in con- 
struing these policies we are not to take broad views, but generally are 
to stop our inquiries with the cause nearest to the loss. . . 
“And in Southern Pac. Co. v. Darnell-Taenzer Lumber Co., 245 
al 531, $33, 38 Sup. Ct. 186, 62 L. Ed. 451, the same justice said: 
‘*The general tendency of the law, in regard to damages, at least, 
is not to go “bey ond the first step.’” * 


It would seem to follow from the above that the deprivation by virtue of 
conspiracy of a product which creates the patronage should call for the 
application of a different rule of damages than the loss of profits which 
might have been made if the product or patronage had been obtained. Even 
though the business was conducted at a loss, by obtaining the product the 
loss would have been reduced and the attempt to determine the actual profit 
which would have been obtained from the enterprise seems remote and 
irrelevant under the above stated rules. 


In the case of Straus v. Victor Talking Machine Co. no damages could 
have been shown as lost profits because the phonograph records which were 
the subject matter of the suit were sold as “loss leaders” at a loss. The Court, 
however, discarded the loss of profits theory and held that the increased 
cost of the records occasioned the plaintiff by the conspiracy was the true 
measure of damages. It would seem to follow that when a proper case is 
presented, the courts will not be loath to view the product controlled as 
the nexus for the application of a rule of damages applicable to property 
withheld or obtained by wrongdoig. It should follow, as the Supreme 
Court seems to suggest in the Bigelow case, that the rules of damage ap- 
plicable to tortious confusion of goods should find ready application here. 


TOTAL EXCLUSION OF A COMPETITOR 


The object of many business conspiracies is the complete exclusion of 
competitors from the field. A view of damages that has found expression 
in some cases is that loss of profits can be allowed only as a basis for damage 


“ Suraus v. Victor Talking Machine Co., 297 Fed. 791, 803 (2d Cir. 1924). 
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where the business has had an earnings record or sufficient evidence of the 
cost of doing business has been accumulated from which the court can deter- 
mine whether or not any profit would have been made in the absence of a 
conspiracy. A Supreme Court decision dealing with this problem is the 
Story Parchment Co. case.** There the defendants, competing sellers en- 
gaged in destructive price competition with the plaintiff in execution of an 
unlawful conspiracy to exclude the plaintiff from the field. Because of this 
conspiracy the plaintiff had never operated at a profit but nevertheless was 
permitted to prove damages by opinion evidence as to what the prices would 
have been in the absence of the conspiracy. *° 


In the case of William Goldman Theatres, Inc. v. Loew’s, Inc.,** the 
Court, in decreeing damages in favor of a theatre which had never operated, 
said: 

“In dealing with the question, it should be kept in mind that the 
motion picture business is in many respects unique. Certainly the 
problem of estimating its probable return is very different from that 
presented in the case of a manufacturing business. In a sense, it is much 
simpler. Of the three major factors, cost, prices and volume, the first 
two can be predicted with very much greater accuracy than in the 
ordinary industry or business. 

“This narrows the problem to the volume of business which would 
have been done by the Erlanger Theatre during the damage period.” 


The Court then went on and determined how much business a competing 
theatre did and concluded that the Erlanger Theatre if it had been permitted 
to operate would have done a comparable business. This analysis of the 
issue of damages was affirmed by the Court of Appeals, ** the Court saying: 


“We find also, contrary to the assertions of the appellants, that the 
evidence offered was competent and sufficient to prove the appellee’s 
damages under Bigelow v. RKO Radio Pictures, 327 U.S. 251, 66 S. Cr. 
574, 90 L. Ed. 652... . This phase of the case at bar is most competently 
analyzed, as are its other aspects, in the opinion of the court below.” 


CONCLUSION 


From all of the above it would seem that wherever a business con- 
spiracy or monopoly or restraint of trade actually exists, a plaincitf can em- 
bark upon an antitrust suit with every reasonable expectation of success if 
he can show that he has been damaged by the illegal activity involved. 


“Story Parchment Co. v. Paterson Parchment Co., 282 U.S. 555, 51 Sup. Cr. 248 
(1931). 

“Cf. William H. Rankin Co. v. Associated Bill Posters of United States, etc., 42 
F.2d 152 (2d Cir. 1930). 

“69 F. Supp. 103, 107 (E.D. Pa. 1946). 

“William Goldman Theatres, Inc. v. Loew’s, Inc., 164 F.2d 1021, 1022 (3d Cir. 
1948). 
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A fair reading of the recent cases dealing with the sufficiency of proof 
of damages in antitrust cases must inevitably lead to the conclusion that legal 
standards of proof to sustain antitrust verdicts are viewed in an entirely dif- 
ferent light by courts of appeal than heretofore. The Supreme Court 
decisions which have been cited and discussed here give support to the use 
of any theory of damages which has the support from the record of “a just 
and reasonable inference” that plaintiffs have been damaged by an unlawful 
conspiracy or monopoly under the antitrust laws. 


From time immemorial the amount of a plaintiff's damages has been a 
question for the jury or the trier of the facts in a civil action. The amount 
of damages has always been sustained on appeal by any “probable and in- 
ferential as well as any direct and positive proof”. ’. There has been a growing 
recognition in the courts of the large public interest involved in this type 
of litigation *® and, as stated by the Supreme Court in the Bigelow case, 
difficulties of proof are no longer confused with the right of recovery. 


It is the writer’s opinion, therefore, that defendants’ lawyers are going 
to have more and more difficulty in using in the future, as they have in the 
past, arguments in courts of appeal which go to factual as distinguished from 
legal questions; that is, whether or not the plaintiff was injured, and how 
much. As stated by the Supreme Court in the cases cited above, “the con- 
stant tendency of the courts is to find some way in which damages can be 
awarded where a wrong has been done.” This is, as has been pointed out 
above, particularly pertinent in civil suits for treble damages under the 
antitrust laws because the greatest deterrent to the violation of these laws 
is the prospect of a large money recovery by a plaintiff in a civil suit for 
treble damages. °° 


“ Ring v. Spina, 148 F.2d 647 (2d Cir. 1945). 
“ Triple Damage—It’s Murder, Bus. Week, Apr. 22, 1950, pp. 59-60. 
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Notes 


THE LAW OF UNFAIR COMPETITION 
IN ILLINOIS 


In recent years the status of the Illinois law of unfair competition has 
changed considerably. Procedurally, that status was changed by Erie v. 
Tompkins, and its companion cases,? which requires federal courts to ap- 
ply the decisional law of the state in which the federal court sits in those 
cases arising out of diversity of citizenship. Although Illinois has more un- 
fair competition decisions than most states, the federal courts were still faced 
with the problem of applying a body of case law that was archaic and in- 
complete. * In order to keep pace with the times, the Illinois court made 
substantive changes in its concept of unfair competition; that concept is no 
longer fixed by a rigid doctrine of “palming off,” but instead the old federal 
theory of “confusion” has been adopted.* Thus, the procedural change 
may have forced the substantive change upon the Illinois courts. The under- 
taking of this note is to examine the Illinois law as it existed prior to Erie v. 
Tompkins, to determine what changes the Illinois courts have subsequently 
made in that law, and to note when and in what manner the federal courts 
have been applying that law. ° 


TRADE NAMES AND UNFAIR COMPETITION 


The term “trade name,” as it will be used in this note, means a non- 
technical trade mark.* In other words, it is a name used to designate the 


304 U.S. 64, 58 Sup. Cr. 817 (1938). 

*Pecheur Lozenge Co v. National Candy Co., 315 U.S. 666, 62 Sup. Cr. 853 (1942); 
Kellogg Company v. National Biscuit Co., 305 U.S. 111, 59 Sup. Cr. 109 (1938). 

*“In Illinois, for example, there are only 23 reported cases involving trade-marks or 
trade-names and 31 dealing with aspects of unfair competition. These were mostly 
disputes between local merchants. Where important questions of wider interests were 
involved, there was usually the necessary amount and diversity of citizenship to give the 
Federal courts jurisdiction.” Rogers, Unfair Competition, 35 T. M. Rep. 126, 130 (1945). 
Although many of these Illinois decisions were handed down by the appellate court, 
nevertheless they are as controlling on the federal courts as are the Illinois Supreme 
Court decisions. Fidelity Union Trust Co. v. Field, 311 U.S. 169, 61 Sup. Cr. 176 (1940). 

*Lady Esther, Ltd. v. Lady Esther Corset Shoppe, Inc., 317 Ill. App. 451, 46 N.E.2d 
165 (ist Dist. 1943). 

* Notwithstanding the fact chat trade-mark infringement is a species of unfair 
competition, that subject will not be included within the scope of this note. Generally, 
the interpretation of federal statutes are the controlling issue in infringement suits. 

“Writers and courts have ascribed two meanings to the term “trade name.” In 
addition to the definition given to it in this note, “trade name” has also come to mean 
any business name. However, the cases in which the name is used in one sense are 
generally authority for those cases in which it is used in the other. Thus the two types 
of cases will be treated as being interchangeable except where the difference in definition 
would lead to a different result. 
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origin of goods, but which is incapable of being a technical trade mark—or 
common law trade mark, as it is sometimes called—because either it is not 
affixed to those goods,’ or the name is descriptive, * or it is a surname, * or 
primarily a geographic location.’ Technical trade marks can be registered 
under federal statutes; generally speaking, trade names are not register- 
able.** Rights in a trade mark arise out of user, and those rights are pro- 
tected by a suit for infringement. Rights in a trade name arise out of the 
secondary meaning which is attached to that name. '? These rights are pro- 
tected by an action for unfair competition. 


The early law of unfair competition in Illinois is easily summarized. 
The appellate court did so in Stevens-Davis Co. v. Mather & Co.,** where 
it said: 

“The courts in this State do not treat the ‘palming off’ doctrine as 
merely the designation of a typical class of cases of unfair competition, 
but they announce it as the rule of law itsclf—the test by which it is 
determined whether a given state of facts constitutes unfair competition 
as a matter of law. ... The ‘palming off’ rule is expressed in a positive, 
concrete form which will not admit of ‘broadening’ or ‘widening’ by 
any proper judicial process. It is rigid and inelastic. . . . According to 
the view we have taken, the Supreme Court of the United States holds 
that the ‘palming off’ rule is not the only ground of equitable relief in 
unfair competition, and the Supreme Court of this State holds it is the 
only rule of decision.” ™ 


Stated even more simply, where there is palming off, the action will lie; 
where there is no palming off, the action will fail. 


* Hazelton Boiler Co. v. Hazelton Tripod Boiler Co., 142 Ill. 494, 30 N.E. 339 
(1892); Bolander v. Peterson, 136 Ill. 215, 26 N.E. 603 (1891); Ball v. Siegal, 116 Ill. 137, 
4 N.E. 667 (1886); Candee, Swan & Co. v. Deere & Co., 54 Ill. 439 (1870); Yellow Cab 
Co. v. Ensler, 214 Ill. App. 607 (1st Dist. 1919) (held that one could not acquire a trade 
mark on a service). Although a name is not affixed to the goods, it may be registered 
with the Patent Office under the Lanham Act. 60 Star. 443 (1946), 15 U.S.C.A. § 1127 
(1948). 

*DeLong Hook & Eye Co. v. Hump Hairpin Co., 297 Ill. 359, 130 N.E. 765 (1921); 
International Committee of Young Women’s Christian Associations v. Young Women’s 
Christian Association of Chicago, 194 Ill. 194, 201, 62 N.E. 551, 553 (1901) (dissenting 
opinion); Bolander v. Peterson, 136 Ill. 215, 26 N.E. 603 (1891). 

* Nestor Johnson Manufacturing Co. v. Alfred Johnson Skate Co., 313 Ill. 106, 144 
N.E. 787 (1924); Allegretti v. Allegretti Chocolate Cream Co., 177 Ill. 129, 52 N.E. 
487 (1898). 

“ Flgin Butter Co. v. Sands, 155 Ill. 127, 40 N.E. 616 (1895); Candee, Swan & Co. 
v. Deere & Co., 54 Ill. 439 (1870). 

* Under the Lanham Act, a trade name may be registerable. Section 2(f) provides 
that a trade name may be registered if it has acquired secondary meaning. Exclusive 
use for five years is prima facie evidence of secondary meaning. 60 Star. 429 (1946), 
1S US.C.A. § 1052(f) (1948). 

* The secondary meaning of a name is the denotation of sources of the goods which 
bear that name. 

* 230 Hl. App. 45 (1st Dist. 1923). 

“Id. at 65. 
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; The Stevens case merely restated a doctrine that had become well estab- 

lished in Illinois. Some of the very early cases did not apply the palming 
off doctrine, but instead applied a doctrine which is more akin to the present 
confusion of source standard. ** However, it was not long before the Illinois 
courts ** relied on the following statement from Howe Scale Co. v. 
Wyckoff: ** “The essence of the wrong in unfair competition consists in the 
sale of goods of one manufacturer or vendor for those of another, and if 
defendant so conducts its business as not to palm off its goods as those of 
complainant, the action fails.” After Erie v. Tompkins, the federal courts 
also accepted this as the established view in Illinois—that palming off was a 
doctrine from which there could be no deviation. ** 


What is the doctrine of palming off? It is simply the attempt by one 
merchant to lead purchasers of his goods into believing they are purchasing 
the goods of another merchant. Thus under the palming off doctrine, it is 
essential to prove the fraudulent intent of the defendant. ’® The fraud is the 
gist of the action. Defendant’s acts are not to be construed in the light of 
their consequences, but in the light of their motive. *° Under this doctrine, 


* See, e.g., Koebel v. Chicago Landlords’ Protective Bureau, 210 Ill. 176, 71 N.E. 
362 (1904); Mossler v. Jacobs, 66 Ill. App. 571 (1st Dist. 1896); N. K. Fairbanks Co. v. 
Swift & Co., 64 Ill. App. 477 (ist Dist. 1896). 

See, e.g., Nestor Johnson Manufacturing Co. v. Alfred Johnson Skate Co., 313 
Ill. 106, 144 N.E. 787 (1924); DeLong Hook & Eye Co. v. Hump Hairpin Co., 297 Il. 
359, 130 N.E. 765 (1921); Soft-Lite Lens Co. v. Ritholz, 301 Ill. App. 100, 21 N.E.2d 835 
(1st Dist. 1939); Stevens-Davis Co. v. Mather & Co., 230 Ill. App. 45 (1st Dist. 1923). 
Farlier cases which applied the palming off doctrine were Hopkins Amusement Co. v. 
Frohman, 202 Ill. 541, 67 N.E. 391 (1903); The Fair v. Jose Morales & Co., 82 Ill. App. 
499 (1st Dist. 1899). 

"198 US. 118, 140, 25 Sup. Cr. 609, 614 (1905). 

* Time, Inc. v. Viobin Corporation, 128 F.2d 860 (7th Cir. 1942), cert. denied, 
317 US. 673, 63 Sup. Ct. 78 (1942); Addressograph-Multigraph Corporation v. American 
Expansion Bolt & Mfg. Co., 124 F.2d 706 (7th Cir. 1941), cert. denied, 316 US. 682, 62 
Sup. Cr. 1270 (1942). 

” See, e.g., Mount Hope Cemetery Association v. New Mount Hope Cemetery 
Association, 246 Ill. 416, 92 N.E. 912 (1910); Koebel v. Chicago Landlords’ Protective 
Bureau, 210 Ill. 176, 71 N.E. 362 (1904); Hopkins Amusement Co. v. Frohman, 202 Il. 
541, 67 N.E. 391 (1903); International Committee of Young Women’s Christian Asso- 
ciations v. Young Women’s Christian Association of Chicago, 194 Ill. 194, 62 N.E. 551 
(1901); Allegretti v. Allegretti Chocolate Cream Co., 177 Ill. 129, 52 N-E. 487 (1898); 
Merchants’ Detective Association v. Detective Mercantile Agency, 25 Ill. App. 250 (1st 
Dist. 1888). But cf. Eckhart v. Consolidated Milling Co., 72 Ill. App. 70 (1st Dist. 1897) 
(held that an injunction would lie regardless of fraudulent intent, if the public were 
misled into buying defendant’s goods under the belief that they were the goods of the 
plaintiff). 

* The fraud may consist of the intentional use of the similar name, or it may be 
the “fraud resulting from the similarity of the names, tending to lead those dealing with 
the parties to believe that they are one and the same,” when the defendant allows the 
similarity to go unexplained. Koebel v. Chicago Landlords’ Protective Bureau, supra 
note 19. Fraud, as it is defined in the Koebel case, seems to be no different than the 
deception test of Eckhart v. Consolidated Milling Co., supra note 19. 
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if the defendant’s acts are calculated to mislead, the injunction will lie, and it 
is not essential to show that customers are actually misled. ** 


Another essential element of palming off is competition. A plaintiff 
was denied relief if he and the defendant were not in competition. ** The 
courts treated it as a matter of logic; the defendant could not palm off his 
goods as those of the plaintiff if the two were not selling the same goods in 
the same market. 


This was the state of the Illinois law until Lady Esther v. Lady Esther 
Corset Shoppe ** was decided. In that case the plaintiff manufactured and 
sold cosmetics and toiletries under the nationally advertised brand name 
“Lady Esther.” This trade name “has become and now is identified with 
the plaintiff's products.” The defendant sold ladies’ undergarments in a 
Chicago retail store known as the “Lady Esther Corset Shoppe.” The de- 
fendant contended that inasmuch as the parties were not in competition, 
there could be no palming off. In support of this view he cited four Illi- 
nois cases **—all of which seemed to support this contention. However, 
the court, in granting the plaintiff injunctive relief, answered this conten- 
tion with the following: 


“Without stopping to analyze the four cases, we think it sufficient to 
say that an examination of them discloses the fact that in each there 
was direct competition between the parties in the business each was 
conducting—plaintiff and defendant being engaged in the same line of 
business—and therefore the ‘palming off’ rule was applicable. The 
holding in those cases, that where there was direct competition between 
plaintiff and defendant there must be a ‘palming off’ to warrant relief, 
is far from saying that courts will not grant injunctive relief where 
the defendant’s conduct is likely to cause confusion of the traders so 
that the public believes or is likely to believe that the goods of the de- 
fendant are the goods of the plaintiff, or that the plaintiff is in some 
way connected with or is a sponsor of the defendant. In such situation 
relief will be granted although there is no competition.” ** 


Thus, the language of the Lady Esther case does not repudiate the palming 
off doctrine. Instead it expands the action of unfair competition so that 


** Mount Hope Cemetery Association v. New Mount Hope Cemetery Association, 
246 Ul. 416, 92 N.E. 912 (1910). 

*= Hazelton Boiler Co. v. Hazelton Tripod Boiler Co., 142 Ill. 494, 30 N.E. 339 
(1892); Ambassador Hotel Corp. v. Hotel Sherman Co., 226 Ill. App. 247 (1st Dist. 
1922). Bur cf. Soft-Lite Lens Co. v. Ritholz, 301 Ill. App. 100, 21 N.E.2d 835 (1st Dist. 
1939). 

“317 I. App. 451, 46 N.E.2d 165 (1st Dist. 1943). 

*Nestor Johnson Manufacturing Co. v. Alfred Johnson Skate Co., 313 Ill. 106, 
144 NE. 787 (1924); DeLong Hook & Eye Co. v. Hump Hairpin Co., 297 Ill. 359, 130 
N.E. 765 (1921); Stevens-Davis Co. v. Mather & Co., 230 Ill. App. 45 (Ist Dist. 1923); 
Ambassador Hotel Corp. v. Hotel Sherman Co. 226 Ill. App. 247 (1st Dist. 1922). 

* Lady Esther v. Lady Esther Corset Shoppe, Inc., 317 Ill. App. 451, 454-455, 46 
N.E.2d 165, 167 (1st Dist. 1943). 
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_ palming off is not the only species of that action. According to the case, 
palming off is applicable only when the parties are in competition. If the 
parties are not in competition, a new test is applied, namely, whether the 
similarity of names is likely to cause confusion in the public mind as to either 
source or sponsorship. 


It is apparent that the court in the Lady Esther case would have held, 
had it thought itself able, that palming off was not the exclusive grounds 
for relief even when the parties are in competition. The sole distinguishing 
fact of that case is that the parties were not in competition. Not only is this 
distinction thin, it is doubtful that it can justifiably be drawn from the ex- 
press holdings of some of the earlier cases. For example, one of the cases 
cited by the defendant was Ambassador Hotel Co. v. Hotel Sherman Co. ** 
There the plaintiff operated an Atlantic City hotel under the name “Am- 
bassador.” It sought to enjoin the defendant from the use of that name for 
defendant’s Chicago hotel. In denying relief one of the principal facts on 
which the court relied was that the parties were not in competition in that 
they served two different markets. ** 


Moreover, it was possible for an injunction to lie, under the palming off 
doctrine, in the rare case in which the parties were not on the same com- 
petitive level and in which the defendant sold the goods of a third party to 
purchasers who had asked for the goods of the plaintiff. Such a case was 
Soft-Lite Lens Co., Inc. v. Ritholz.** The plaintiff in that case was a whole- 
saler of eve-glass lenses bearing the name “Soft-Lite,” and the defendant was 
a retailer who did not carry that line of lenses. If a customer came into one 
of the defendant’s stores with a prescription calling for a “Soft-Lite” lens, he 
was given a lens of another make without being told of that fact. The court 
found that there had been a palming off despite the fact that the parties 
were not in competition. 


It would seem then that Judge O’Connor was not quite correct when he 
said in the Lady Esther case that the palming off doctrine had been limited 
to those cases in which the parties were in actual competition. It is more 
likely that he felt as a matter of policy that the confusion of source test was 
the better one, and therefore he applied it even though precedent pointed 
entirely in the other direction. This policy in favor of scrapping the limita- 
tions of the palming off doctrine can also be found in another portion of 
the opinion, where the court quoted the following with approval: 


“Another change that has come with the realization of this broad basis 
for ‘unfair competition’ is the elimination of the requirement of ‘fraud.’ 
Although the law of unfair competition has evolved through the ap- 
plication of principles of fraud, with the result that, in this country at 


* 226 Ill. App. 247 (1st Dist. 1922). 
* Also see Hughes v. West Publishing Co., 225 Ill. App. 58 (1st Dist. 1922). 
* 301 Ill. App. 100, 21 N.E.2d 835 (1st Dist. 1939). 
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least, there will be no relief where the defendant has acted in good faith 
toward both the plaintiff and the public, yet a realization that the true 
basis of equity’s interference in such cases is not fraud but the proctec- 
tion of good-will has caused many courts to question the propriety of 
inquiry into the defendant’s mental state.” *° 


Inasmuch as the very gist of palming off is the fraud, it can be reasonably 
argued that the confusion of source doctrine of the Lady Esther case should 
be applied to those cases in which the parties were in competition as well 
as to those cases in which no competition was involved. *° 


This was the problem as it reached the federal courts. One of the first 
cases to touch upon the matter was National Nut Co. v. Kelling Nut Co. * 
In this case the claim of unfair competition was based on false advertising 
by the defendant as to the cost of operating its machines in comparison with 
the cost of operating the plaintiff's machines. The parties were in competi- 
tion, and the defendant’s acts clearly did not constitute palming off. The 
court held that, assuming the palming off doctrine was no longer applicable 
even where the parties were in competition, “to warrant injunctive relief 
the defendant’s conduct must be likely to cause confusion as to the product 
of the two parties, so that the public believes that the goods of the de- 
fendant are the goods of the plaintiff or that the plaintiff is in some way 
connected with or a sponsor for the defendant.” * The court thought that 
where competition existed this confusion of source rule was synonymous 
with confusion of goods, “and that constitutes no variation of the ‘palming 
off’ doctrine.” 


It seemed as through the Lady Esther case were doomed to strict inter- 
pretation. However, a few months later a different trial judge noted that 
there was a distinction between the proof of palming off of one’s goods as 
those of another and the proof of the likelihood of confusion of the origin of 
goods. ** Since the requisite proof was different, palming off was a variation 
of the confusion of source rule even when the parties were in competition. 
Accordingly, this court held that the confusion of source test, as espoused 
in the Lady Esther case, was to be applied whether or not the parties were 
in competition. 


The approach taken by the Court of Appeals for the Seventh Circuit 
has not been so clear cut. Some writers believe that the opinions of Judge 


* Note, 38 Harv. L. Rev. 370, 373-374 (1924). 

” An earlier decision of the Illinois Supreme Court which seemed to indicate this 
new policy is Investors’ Syndicate v. Hughes, 378 Ill. 413, 422, 38 N.E.2d 754, 759 (1942). 
In an action involving similar corporate names, the court said that the emphasis should 
be placed less on competition and more on confusion. 

“61 F. Supp. 76 (ND. Ill. 1945). 

"Id. a 85. 

* EJastic Stop Nut Corporation v. Greer, 62 F. Supp. 363 (N.D. Ill. 1945). 
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Minton show a disposition to reverse the trend and return to the fraud re- 
quirement of the palming off doctrine. ** However, an analysis of the cases 
indicates that the confusion of source test is followed by the Court of Ap- 
peals. The first case to reach that court, and also the case to arouse the 
most foreboding among the Illinois trade mark lawyers, was General In- 
dustries Co. v. 20 Wacker Drive Bldg. Corp.** In that case the plaintiff 
was an Ohio corporation which manufactured a number of diverse mechan- 
ical products, none of which were known by the plaintiff's corporate name, 
“General Industries Co.” The plaintiff sought to enjoin the defendant, an 
Illinois corporation, from changing its corporate name to “General Indus- 
tries Corporation” on the theory that a likelihood of confusion would arise 
from the defendant’s use of a name practically identical with that of the 
plaintiff. ** The plaintiff could not establish a secondary meaning in the 
name, and the parties were not in competition. Judge Minton, for the major- 
ity, held that the plaintiff's corporate name was composed of generic words 
which were incapable of exclusive appropriation. ** He then stated: 


“It is not the use of similar names that might lead to confusion, it is the 
abuse of such similar names injurious to the plaintiff that may be en- 
joined. Mere confusion of the public in the use of similar names that 
are publici juris cannot be enjoined by the plaintiff or by any other pri- 
vate individual. For a private party to succeed in a court of equity in 
enjoining the use of similar names because of confusion to the public, 
such party would have to show it had suffered some injury not suffered 
by the public generally. . . . To entitle a private party to equitable re- 
lief, there must be wrong added to the incidental confusion in the use 
of similar names, such as fraud, deception, or palming off, or the name 
which it has sought to protect must have acquired a secondary mean- 
ing.” *® (Italics added in last sentence). 


It seems as though the court still relied heavily on the palming off doctrine. 
Perhaps so, but it is to be noted that palming off is not required if the 
plaintiff has acquired a secondary meaning for his name. Once the sec- 
ondary meaning is established, the plaintiff has standing to enjoin the de- 
fendant’s use of similar names merely upon the proof that there is a likeli- 


* Survey of Illinois Law for the Year 1946-1947—Trade Regulation, 26 Cut-Kent 
Rev. 99 (1947); Note, 41 Inn. L. Rev. 679 (1947). 

* 156 F.2d 474 (7th Cir. 1946), cert. denied, 329 US. 792, 67 Sup. Cr. 370 (1946). 

* As to whether a foreign corporation can maintain an action to enjoin a domestic 
corporation in the use of its corporate name, see discussion infra page 683. The court 
disposed of this issue by holding that although plaintiff may not have had a remedy 
in an Illinois court, the federal courts would maintain such an action. Jd. at 476. 

“It is to be noted that the name was generic only insofar as it was used by a 
corporation manufacturing a diversified line of products. The name might not be 
generic if plaintiff had used it in connection with any particular product. 

* General Industries Co. v. 20 Wacker Drive Bldg. Corp., 156 F.2d 474, 477 (7th 
Cir. 1947). 
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hood of confusion. This, it seems, is substantially the holding of the Lady 
Esther case. Although the court in that case may not have made an express 
finding that the Lady Esther name had secondary meaning, there could be 
no doubt that the decision was predicated on that theory. The court noted 
the extensive advertising the Lady Esther name had received, and the master 
expressly found that the name “has become and is now identified with the 
plaintiff's products.” *° 


Moreover, the policy behind the confusion of source doctrine, as it is set 
forth in the Lady Esther case, is the protection of the good will and reputa- 
tion of the plaintiff. In the absence of a secondary meaning, the plaintiff 
has no good will or reputation in his name. The names for which secondary 
meaning is required are either generic, descriptive, surnames, or geographic 
locations. For that reason mere user does not entitle one to a trade mark. 
It would be poor policy, indeed, to permit any user of such a name to main- 
tain an action for injunctive relief on the mere ground that another’s use of 
that name has caused some incidental confusion. Therefore, it seems that 
Judge Minton’s holding in the General Industries case is consistent both with 
the holding and with the policy of the Lady Esther case. *° 


Unfortunately, Judge Minton’s dissent in Consumers Petroleum Co. v. 
Consumers Co. of Illinois ** seems to indicate that he would demand a very 
strict interpretation of the secondary meaning requirement. In that case, 
the defendant entered the hard fuel business in 1912, selling coal and wood 
under the trade name “Consumers.” Starting in 1925, the plaintiff had sold 
fuel oil under the same trade name. The defendant began to sell fuel oil 
in 1927, but until 1938 he marketed the fuel oil under different trade names. 
In 1938 it adopted the name “Consumers” for the sale of fuel oil. The 
court, per Judge Lindley, enjoined the defendant’s use of the name in con- 
nection with the sale of fuel oil. The fact that the defendant had used the 
name in the sale of hard fuels did not give him any right to use the name 
in the sale of fuel oil because hard fuels and fuel oils are not goods of the 
same descriptive properties. *? The court found that confusion of source 


*Lady Esther v. Lady Esther Corset Shoppe, Inc., 317 Ill. App. 451, 453, 46 
N.E.2d 165, 166 (1st Dist. 1943). 

“ Judge Minton repeated the same doctrine in a case involving competing goods. 
Wilhartz v. Turco Products, 164 F.2d 731 (7th Cir. 1947). 

“ 169 F.2d 153 (7th Cir. 1948), cert. denied, 355 U.S. 902, 69 Sup. Cr. 406 (1949). 

“The “goods of the same descriptive properties” test is taken from the Trade 
Mark Act of 1905. 33 Srat. 725 (1905), 15 U.S.C. § 85(b) (1941). Perhaps the court 
held that hard fuel and fuel oil were not goods of the same descriptive properties be- 
cause “Consumers” is such a weak name. The courts have often applied the “same 
descriptive properties” test in terms of the strength of plaintiff's mark. For example, 
compare California Fruit Growers Exchange v. Sunkist Baking Co., 166 F.2d 971 (7th 
Cir. 1947), with California Fruit Growers Exchange v. Windsor Beverages, Ltd., 118 
F.2d 149 (7th Cir. 1941). Also compare Anheuser-Busch v. Budweiser Malt Products 
Corporation, 295 Fed. 306 (2d Cir. 1923), with Pabst Brewing Co. v. Decatur Brewing 
Co., 28 Fed. 110 (7th Cir. 1922). 
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existed, and inasmuch as the plaintiff had established the first user in the sale 
of fuel oil, the plaintiff was entitled to injunctive relief. Judge Minton dis- 
sented on the ground that the plaintiff had not shown a secondary meaning 
in the name. ** He states: “If the name has acquired no secondary meaning, 
it must be used in a way that is deceptive or for the fraudulent purpose of 
palming off ....** But why is the plaintiff unable to maintain a “property 
right” *° in the name in the absence of a showing of secondary meaning? 
It is, according to Judge Minton, because the word “Consumers” is “a de- 
scriptive word in the public domain, incapable by the mere act of appropria- 
tion of becoming the exclusive property of anyone.” But of what is 
“Consumers” descriptive? Certainly not fuel oil. It may be that the mark 
“Consumers” is weak, and all rights in the name should be limited to the 
product on which it is used, but even weak marks are capable of being 
exclusively appropriated. ** 


Therefore, the rationale that can be made of the Lady Esther case, the 
majority opinion of the General Industries case, and the majority opinion in 
the Consumers case is this: The plaintiff is entitled to injunctive relief, 
whether or not the parties are in competition, upon the showing that the de- 
fendant’s use of the name results in either confusion of source or confusion 
of sponsorship. In addition, if the name is incapable of exclusive appropria- 
tion by mere user, then secondary meaning must also be shown. If, how- 
ever, the name is arbitrary as applied to the particular goods of the plaintiff, 
then mere user is sufficient, and secondary meaning need not be shown. ** 


CORPORATE NAMES AND UNFAIR COMPETITION 


In most instances the law of trade names is applicable to corporate 
names. ** However, Illinois does have one peculiar case which was decided 


“In addition, Judge Minton dissented also on the ground that the goods were of 
the same descriptive properties. 

“Consumers Petroleum Co. v. Consumers Co. of Illinois, 169 F.2d 153, 164 (7th 
Cir. 1948) (dissenting opinion). 

“ Of course, realistically speaking, the only property right a trade name owner has 
is the amount of protection the courts will afford that name. 

“ See, e.g., American Steel Foundries v. Robertson, 269 U.S. 372, 46 Sup. Cr. 160 
(1926). 

“That the Illinois policy seems to be to retain the confusion test of the Lady 
Esther case may be inferred from the recent cases. Baldassano v. Accettura, 336 Ill. 
App. 445, 84 N.E.2d 336 (Ist Dist. 1949); Good Housekeeping Shops v. Kaye, 330 Ill. 
App. 376, 71 N.E.2d 176 (1st Dist. 1947). 

“The Business Corporation Act may be important if the corporation seeks a 
certificate of authority to do business in Illinois. “No certificate of authority shall be 
issued to a foreign corporation: (a) Which has a name the same as, or deceptively 
similar to, the name of any domestic corporation existing under any Act of this State 
or any foreign corporation authorized to transact business in this State, or the name the 
exclusive right to which is, at the time, reserved in the manner provided in this Act . . .” 
Itt. Rev. Srat., c. 32, § 157.104 (1949). 
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in 1892 and which has never been expressly overruled. That case is Hazel- 
ton Boiler Co. v. Hazelton Tripod Boiler Co.** Hazelton, a promoter of 
the defendant corporation, invented a steam boiler and formed, with one 
Kennedy, a partnership in New York for the purposes of manufacturing 
and selling the boiler. After a while the partners had a falling out and 
Hazelton sold “all his right, title, and interest in and to said business, its 
profits and emoluments ... .” Hazelton then came to Chicago where he 
incorporated the defendant corporation in February of 1888. Kennedy con- 
tinued the New York business in partnership with others until June, 1888, 
at which time he caused the plaintiff to be incorporated under the laws of 
New York. Plaintiff then brought suit to restrain the defendant from the 
use of its corporate name and the use of the name “Hazelton” in connection 
with the sale of steam boilers. The court denied relief. One ground upon 
which the court based the denial was that the plaintiff was a foreign corpora- 
tion “seeking to contest the right to the use of a corporate name which this 
State, in furtherance of its own sovereignty, has seen fit to bestow upon one 
of its own corporations. For such a purpose, a foreign corporation can 
have no standing in our courts. Such corporations do not come into this 
State as a matter of legal right, but only by comity; and they can not be per- 
mitted to come for the purpose of asserting rights in contravention of our 
laws or public policy.” *’ In addition, even under the assignment of all right 
and title to the business, the court refused to enjoin the defendant’s use of 
the word “Hazelton.” Inasmuch as the word was not affixed to the boilers, 
is was not a trade mark, and thus, in the absence of more explicit language, it 
was not a business asset included in the assignment. 


The Hazelton case has been severely criticized; *' vet it has never been 
overruled. However, it is to be noted that the unfortunate language quoted 
in the above paragraph might be regarded as dictum. The two corporations 
served different market areas, and consequently they were not in com- 
petition. Thus palming off was not established. Since palming off was the 
applicable doctrine of the day, the plaintiff would not have been entitled 
to injunctive relief even if it had not had the status of a foreign corporation 
seeking to enjoin a domestic corporation in the use of its corporate name. 


Consequently, it is doubtful whether the Illinois Supreme Court would 


” 142 Ill. 494, 30 N.E. 339 (1892). Note that part of the opinion as it appears in 
the Northeastern Reporter does not appear in the official Illinois reports. 

“Id. at 505, 30 N.E. at 343. 

“ Radio Shack Corporation v. Radio Shack, 180 F.2d 200, 204 (7th Cir. 1950); 
United States Light & Heating Co. of Maine v. United States Light & Heating Co. of 
New York, 181 Fed. 182, 184 (C.CS.D.N.Y. 1910); Peck Brothers and Co, v. Peck Bros. 
Co., 113 Fed. 291, 300 (7th Cir. 1902); Metropolitan Opera Ass'n, Inc. v. Metropolitan 
Opera Ass’n of Chicago, 81 F. Supp. 127, 130 (NLD. Ill. 1948). 
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hold, if it had the case before it today, that a foreign corporation has no 
standing in an Illinois court to maintain such a suit if either confusion of 
source or palming off were proved. Certainly, the court could find adequate 
grounds upon which to distinguish the Hazelton case. For example, in a 
recent case in which confusion of source was established, the Court of Ap- 
peals distinguished the cases on the narrow ground that in the Hazelton 
case Competition was not shown to exist. ** Moreover, the Illinois court is 
likely to re-examine the policy behind such a doctrine and completely over- 
rule the Hazelton case. A recent federal district court case points up the 
fictions behind the Hazelton doctrine. ** There the incorporators of the 
defendant, an opera company, applied to the Secretary of State to use the 
name “I}linois Opera Association, Inc.” but were refused because that name 
had already been adopted by another Illinois corporation. A clerk in the 
Secretary of State’s office then suggested that the name “Metropolitan” be 
adopted, and, acting accordingly, the defendant adopted the corporate name 
of “Metropolitan Opera Association of Chicago.” Of course, the use of 
this name was bound to create at least confusion of sponsorship inasmuch as 
the plaintiff was a world famous opera company. It can hardly be said that 
the suggestion by the clerk amounted to an exercise of sovereignty in the 
bestowing of a corporate name. In addition, the fact that the plaintiff was 
a New York corporation rather than an Illinois corporation did not lessen 
the damage to the plaintiff, or the inconvenience to the public, arising out of 
the confusion. 


The fact that the Illinois courts have recognized this policy may be seen 
in those cases in which they have permitted an Illinois corporation to be 
enjoined in the use of its corporate name when that use had caused con- 
fusion with, or was a palming off of, another Illinois corporation’s name. ** 
These courts have held that the fact that the state had issued a charter 
to a corporation by a certain name was not a defense if that name was used 
to deceive the public or if its result was to deceive the public. 


Another feature of the Hazelton case bears comment. The court, in 
holding that Hazelton’s assignment of all right and title to the business did 
not carry with it the right to use the name “Hazelton” unless it had been 
used previously as a trade mark, said: “The right of a man to use his own 


* Radio Shack Corporation v. Radio Shack, 180 F.2d 200 (7th Cir. 1950). 

“ Metropolitan Opera Ass'n, Inc. v. Metropolitan Opera Ass'n of Chicago, 81 F. 
Supp. 127. (N.D. Ill. 1948). 

“ International Committee of Young Women’s Christian Associations v. Young 
Women’s Christian Association of Chicago, 194 Ill. 194, 62 N.E. 551 (1901); Lady Esther 
v. Lady Esther Corset Shoppe, Inc., 317 Ill. App. 451, 46 N.E.2d 165 (1st Dist. 1943), 
Bender v. Bender Store & Office Fixture Co., 178 lll. App. 203 (Ist Dist. 1913); Imperial 
Mfg. Co. v. Schwartz, 105 Ill. App. 525 (Ist Dist. 1903). Cf. Orrcoman Cahvey Co. v. 
Danc, 95 Ill. 203 (1880). 
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name in connection with his own business is so fundamental that an inten- 
tion to entirely divest himself of such right, and transfer it to another, will 
not readily be presumed, but must be clearly shown.” °° This is to be com- 
pared with the case in which a promoter or incorporator sells all of his stock 
in the corporation bearing his own name. In such a case it has been been 
held that after the sale the outgoing stockholder has no right to use his own 
name in a competing business. ** Moreover, if in the Hazelton case it had 
been shown that the assignment carried with it the right to the name “Hazel- 
ton,” the assignment alone would have controlled, and it would not have 
been necessary to prove palming off. *” 


TRADE DRESS 


The law of Illinois regarding trade dress is in general conformity with 
the holdings of other jurisdictions. Simply stated, that law is this: if a party 
uses a label, or otherwise dresses his goods, in a manner which is arbitrary 
and capable of exclusive appropriation, another’s use of a deceptively similar 
trade dress may be enjoined at the suit of the first user. °* If the trade dress 
is not capable of exclusive appropriation because it is descriptive, but never- 
theless the public has attached a secondary meaning to that dress, then the 
plaintiff will be entitled to have all subsequent users enjoined from using 
the non-functional features of that dress; °® but on the other hand, all com- 
petitors will be entitled to make use of all of the unpatented functional 
features of that trade dress. The courts will consider a feature to be func- 
tional if it is one which makes the article effective, salable, economical, 
palatable, or the like. *° 


TRADE SECRETS 


The most frequently litigated trade secret problem arises when an em- 
ployee leaves his employ, taking with him valuable information gained 
during the course of the employment, and then enters into competition with 


“ Hazelton Boiler Co. v. Hazelton Tripod Boiler Co., 142 Ill. 494, 507, 30 N.E. 339, 
345 (1892). 

“ McFell Electric & Telephone Co. v. McFell Electric Co., 110 Ill. App. 182 (ist 
Dist. 1903); Van Auken Co. v. Van Auken Steam Specialty Co., 57 Ill. App. 240 (Ist 
Dist. 1894). 

“Frazer v. Frazer Lubricate Co., 121 Ill. 147, 13 N.E. 639 (1887). 

* Hershel California Fruit Products Co. v. Contadina ey & Distributing Co., 
292 Ill. App. 158, 10 N.E.2d 720 (1st Dist. 1937); Moxley Co. v. Braun & Fitts Co., 93 
Ill. App. 183 (1st Dist. 1900); Nokes v. Mueller, 72 Ill. hon 431 (3d Dist. 1897). 

“ Elastic Stop Nut Corporation v. Greer, 62 F. Supp. 363 (N.D. Ill. 1945). 

* Ball v. Siegal, 116 Ul. 137, 4 N.E. 667 (1886). Also see Warner & Co. v. Lilly & 
Co., 265 US. $26, 44 Sup. Cr. 615 (1924); Shredded Wheat Co. v. Humphrey Cornell 
Co., 250 Fed. 960 (2d Cw. 1918); Smith, Kline & French Laboratories v. Waldman, 69 
F. Supp. 446 (ED. Pa. 1946). 
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his original employer. The question is whether the employee is entitled 
to make use, in his new employment, of the information gained by him in 
the course of his former employment. The factors involved are: the nature 
of the contract of employment, the nature of the information acquired and 
sought to be used, the expense at which that information was obtained by 
the employer, the manner in which the employee acquired the information, 
and the good faith with which the employee acts in his new employment. 
If the original contract of employment contained a restrictive covenant un- 
der which the employee agreed not to engage in a competing business for a 
definite period of time after the termination of the employment, the cov- 
enant will be enforced by a court of equity whenever it is necessary in 
order to prevent a breach of confidence. * 


However, the problem is a good deal more difficult when no restrictive 
covenant is involved. If the information obtained was the method of doing 
business, ** or was a list of agents, ** or was a list of customers containing in- 
formation about the customer and his past buying habits, * it is likely that 
the court will find that the employer had a property right in the informa- 
tion, and will enjoin the employee from using it for his own advantage. 
The employer's expense in acquiring the list will also be an important factor 
in determining whether the list must be afforded confidential treatment. * 
But even in those cases holding that the employer had a property right in the 
list, no injunction will lie unless the list was taken by the employee upon the 
termination of his employment. If the employee committed the list to 
memory, or otherwise became thoroughly familiar with it, the courts hold 
that he has taken the list.°* Moreover, if the employee uses a copy of a 
customers list in his new employment, that use is subject to injunction. * 
On the other hand, an employee who solicited customers for his old em- 
ployer may solicit the same customers in his new position, so long as he did 
not take a customers list surreptitiously or act in bad faith toward the 
customers. ** If the employee leads the customers to believe that he is still 
associated with his old employer, the courts will construe his actions as bad 
faith. °° 


“ Tinkoff v. Wyland, 272 Ill. App. 280 (1st Dist. 1933); Cahill v. Madison, 94 Il. 
App. 216 (Ist Dist. 1900). 

® Witkowsky v. Affeld, 283 Ill. 557, 119 N.E. 630 (1918). 

“ Boylston Coal Co. v. Rautenbush, 237 Ill. App. 550 (Ist Dist. 1925). 

“ Messenger Publishing Co. v. Mokstad, 257 lll. App. 161 (Ist Dist. 1930). 

“ Boylston Coal Co. v. Rautenbush, supra note 63. 

“ Boylston Coal Co. y. Rautenbush, supra note 63. 

* Messenger Publishing Co. v. Mokstad, supra note 64. 

“ Professional Service Corporation v. Johnson, 316 Ill. App. 431, 45 N.E.2d 191 (1st 
Dist. 1942); American Cleaners and Dyers v. Foreman, 252 Ill. App. 122 (1st Dist. 1929). 

“See American Cleaners and Dyers v. Foreman, 252 Ill. App. 122, 126 (Ist Dist. 
1929). 
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An idea, when clearly defined, may also be the subject of a trade secret. 
To be clearly defined, that idea must be reduced to sketches or else be re- 
duced to terms simple enough for the artisan to follow. * If that idea is sub- 
mitted to a manufacturer for approval, a confidential relationship arises with 
the manufacturer even though the sketches are returned with a letter signi- 
fying the manufacturer’s lack of interest."* The confidential relationship 
will also arise with an artisan to whom the idea is given for the purpose of 
allowing the artisan to construct a model.** Appropriation of the design 
after the confidential relationship exists is a breach of confidence subject to 
equitable relief. ** In such a case, the defendant has the burden of proving 
that any similar design subsequently used by it was not influenced by the 
design submitted by the plaintiff. In addition, the want of novelty of the 
idea submitted by the plaintiff is not a defense to an action based on breach 
of confidence. ™ 


LITERARY PROPERTY AND UNFAIR COMPETITION 


The two Illinois cases involving literary property were suits between 
the creator of the literary work and the party who was his employer at the 
time of the work’s creation. In the first case, the alleged ground of unfair 
competition was that the employer, in continuing after the discharge of the 
plaintiff, to produce a day-time serial created by the plaintiff, was palming 
off in that it led the public to believe the production was a continuation of 
the plaintiff's work. ® In the other case, the plaintiff contended that the em- 
ployer’s method of publishing his drawings was a misrepresentation, and 
consequently unfair competition, because the drawings were published with- 
out the plaintiff’s signature appearing thereon.’ In both cases the original 
author’s rights were transferred to the employer by the contract of em- 
ployment. Inasmuch as the literary property belonged to the defendants, it 
was held that the defendants were entitled to publish in any manner they 
pleased. Those cases are not important for their direct holdings, but they 
are significant in that they cite a famous New York case, F; isher v. Star Co.,™ 
with approval. That case held that an author who had retained a property 
right in his literary work could enjoin another’s publication of a similar 
work in a manner in which the public would be led to believe that the de- 
fendant’s publications were the works of the plaintiff. 


* Jones v. Ulrich, 87 U.S.P.Q. 331 (Ill. App. 3d Dist. 1950). 
 Pidot v. Zenith Radio Corporation, 308 Ill. App. 197, 31 N.E.2d 385 (1st Dist. 
1941). 
* Jones v. Ulrich, supra note 70. 
*® Jones v. Ulrich, supra note 70; Pidot v. Zenith Radio Corporation, supra note 71. 
* Pidot v. Zenith Radio Corporation, supra note 71. 
* Phillips v. W.G.N. Inc., 307 Ill. App. 1, 29 N.E.2d 849 (Ist Dist. 1940). 
“Vargas v. Esquire, Inc., 164 F.2d 522 (7th Cir. 1947). 
7231 N. Y. 414, 132 N.E. 133 (1921). 

















WIntTER] NOTES 689 


FALSE OR DECEPTIVE ADVERTISING 


The Illinois rule, which is in accord with substantially the rest of the 
country, ** has been that equity will not enjoin one party, at the suit of 2 
competitor, from telling falsehoods about his own product unless those 
falsehoods amount to a palming off or unless they result in confusion of 
source. *® The reason for this is that the plaintiff-competitor is not the 
watchdog of the public interest. Therefore, where a party misrepresents his 
own products, and the injury to competitors is the same as that sustained by 
the rest of the public, an injunction will not lie at the suit of a competitor. °° 


But a recent Court of Appeals case has knocked the props out from 
under the reasoning that the public interest will not be protected at the 
instance of an individual who suffers no special injury. In that case, Stably, 
Inc. v. M. H. Jacobs Co.,*' the plaintiff was the vendor of razors bearing 
his trade mark. The razors were manufactured by a third party who was 
financially involved. In order to obtain funds, the manufacturer pledged his 
stock of razors, which were defective, and the plaintiff consented to this 
pledge by agreeing not to assert any rights contrary to the rights of the 
pledgee. Upon default of the manufacturer, the razors were sold to the 
defendant at a foreclosure sale. When the defendant sought to vend the 
razors, the plaintiff brought suit to enjoin violations of his trade mark and 
fair trade rights. The court held that although the plaintiff had waived 
all trade mark and fair trade rights, the defendant could not sell the defec- 
tive razors to the public without informing it of the defects and the fact 
that the razors were not backed by the plaintiff's guarantee. The court 
felt that the law of unfair competition was designed as much for the protec- 
tion of the public from fraud and deceit as it was to protect the competitor; 
moreover, these rights of the public could not be waived by the trade mark 
owner. Obviously, under the reasoning of this case, it will not be difficult 
to convince the court that the public interest will best be served by per- 
mitting a competitor of one making false representations about his own 
product to bring an action to enjoin such representatives. ** 


* See, e.g., American Washboard Co. v. Saginaw Mfg. Co., 103 Fed. 281 (6th Cir. 
1900); California Apparel Creator v. Wieder of California, 162 F.2d 893 (2d Cir. 1947), 
cert. denied, 332 U.S. 816, 68 Sup. Cr. 156 (1948). However, had those cases arisen 
under the present Lanham Act, injunctive relief would have been granted. See 60 
Srat. 441 (1946), 15 U.S.C.A. § 1125 (1948). 

*Lewyt Corporation v. Health-Mor, 84 F. Supp. 189 (N.D. Ill. 1949); National 
Nut Co. v. Kelling Nut Co., 61 F. Supp. 76 (N.D. Ill. 1945); Excelsior Steel Furnace 
Co. v. Meyer & Bros. Co., 182 Ill. App. 537 (2d Dist. 1913). 

“Excelsior Steel Furnace Co. v. Meyer & Bros. Co., 182 Ill. App. 537 (2d Dist. 
1913). 

* 183 F.2d 914 (7th Cir. 1950), cert. denied, 71 Sup. Ct. 239 (U.S. 1950). 

* It is to be noted that on this issue the Stably case discussed no Illinois cases, nor 
did the court make an express holding that the Illinois law applied under Erie v- 
Tompkins. 
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COMMERCIAL LOTTERIES 


Jones v. Smith Oil & Refining Co. ** is the only Illinois case in which 
the gravamen of the unfair competition action was the defendant’s use of a 
commercial lottery. In that case, the plaintiff and the defendant were opera- 
tors of retail filling stations which were located across the street from one 
another. The plaintiff brought suit to enjoin the defendant’s use of an 
advertising scheme by which anyone visiting the defendant’s filling station 
received a qualifying card entitling the recipient to participate in a monthly 
drawing for $200. The court held that the scheme was a lottery even 
though no products had to be purchased to entitle one to a qualifying 
card. ** The court then enjoined the use of the lottery. The reasoning be- 
hind the decision seems to be that it is a misdemeanor to conduct a lottery, 
and thus the plaintiff could not resort to the same sort of conduct to compete 
with the defendant unless he also violated the law. Therefore, the defend- 
ant’s use in competition of an illegal device constituted unfair competition. 


DISPARAGEMENT 


Although an action at law lies for a trade libel, *° it was established 
early that equity had no jurisdiction to enjoin a trade libel. ** Thus, in cases 
in which the plaintiff alleged that the defendant distributed to the plaintiff's 
customers circulars saying either that the plaintiff had infringed a patent 
belonging to the defendant or that the plaintiff had been held liable for 
palming off his goods as those of the defendant, the courts have held that 
an adequate remedy at law existed and, consequently, injunctive relief could 
not be decreed. *” 

On the other hand, equity will enjoin the libel if it can find some other 
ground upon which to base its jurisdiction. An example is provided by 
National Life Insurance Co. v. Myers ** where the defendant had circulated 
defamatory statements about the plaintiff, later contracted with the plaintiff 
to stop circulating such statements, and still later breached the contract by 
continuing to publish the trade libels. The court, in granting the injunc- 


tion, said: 


* 295 Ill. App. 519, 15 N.E.2d 42 (2d Dist. 1938). 

“It was a lottery because those people buying defendant’s products pay for the 
chance of others to win. Iris Amusement Corporation v. Kelly, 366 Ill. 256, 8 N.E.2d 
648 (1937). 

* See, e.g., Inland Printer Co. v. Economical Half Tone Supply Co., 99 Ill. App. 
8 (Ist Dist. 1901). Generally, it has been held that it is necessary for the plaintiff to 
prove special damages, but doubt has been cast upon this requirement. See Pendleton v. 
Time, Inc., 339 Ill. App. 188, 89 N.E.2d 435 (ist Dist. 1949); Comment, Trade Dis- 
paragement and the “Special Damage” Quagmire, 18 U. or Cu. L. Rev. 114 (1950). 

* Everett Piano Co. v. Bent, 60 Ill. App. 372 (1st Dist. 1895). 

“ West Disinfecting Co. v. U. S. Sanitary Specialties Corp., 221 Ill. App. 372 (1st 
Dist. 1921); Allegretti Chocolate Cream Co. v. Rubel, 83 Ill. App. 558 (1st Dist. 1898); 
Chicago City Ry. Co. v. General Electric Co., 74 Ill. App. 465 (Ist Dist. 1897); Everett 
Piano Co. v. Bent. supra note 86. 

* 140 Ill. App. 392 (ist Dist. 1908). 
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“If a libelous publication is in violation of a valid contract, if it is in 
pursuance of a wrongful conspiracy to destroy property rights and in- 
jure the business of the appellee, if the parties issuing the libelous publi- 
cations are insolvent and no remedy at law exists, if it is inflicting ir- 
reparable injury the extent of which cannot be definitely ascertained 
and for which there is no adequate remedy at law, if the bill shows that 
not only by the publications, but by letters to appellee’s agents and em- 
ployes, appellant is interfering with appellee’s business, is seeking to 
cause policy holders to lapse their policies and to cause its business to be 
so far ruined as to throw it into the hands of a receiver, and all this 
wrongfully and with malicious purpose, it is difficult to see why equity 
should withhold its preventive authority.” * 


In view of the recent liberal stand taken by the Illinois courts toward unfair 
competition, this decision might readily be used as a springboard from which 
the court of equity will take jurisdiction in disparagement cases. Certainly, 
the trade libel case in which the court could not find, under the dictum of 
the National Life Insurance Co. case, sufficient grounds upon which to base 
its equitable jurisdiction would be rare. 


INTERFERENCE WITH BUSINESS RELATIONS 


Competition often causes loss to a businessman, or it may drive him out 
of business entirely. Surely, the mere fact that a person has been injured 
in the course of competition does not subject all of his competitors to 
liability for that injury. To what extent, then, may competitors go before 
fair competition becomes unfair competition? Is it the intent to injure that 
gives rise to the cause of action? To some degree, all such injuries, which 
have resulted in a corresponding gain to a competitor, have been imposed 
intentionally by that competitor. Thus, when a merchant cuts his price be- 
low that charged by his competitors, any increase in his business because of 
that price reduction is likely to result in a corresponding loss to his com- 
petitors. Although that injury to the competitors is imposed intentionally, 
the price cut is lawful—the courts holding that one has the right to sell his 
products at whatever price he desires. °° 

Therefore, the basis of the action is not the intent to injure, but it is 
rather the malice that accompanies the intent to injure. Malice, as it is used 
here, means the intent to do a wrongful harm, and it is manifested by the 
doing of the unlawful act. ** 

A definition of malice in terms of wrongful harm does not mean much 
unless one knows what sort of acts constitute wrongful harm. Every man 
has the right to do business as he sees fit and according to the dictates of his 
best judgment so long as his actions in carrying on the business are lawful. 
The wrongful harm lies in the interference by someone with this right— 


* Id. at 403. 
” Cleaning & Dying Plant Owners Ass’n v. Sterling Cleaners & Dyers, 285 Ill. App. 
336, 2 N.E.2d 149 (1st Dist. 1936). 
” Doremus v. Hennessy, 176 Ill. 608, 52 N.E. 924 (1898). 
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either by inducing the breach of contracts which he has lawfully made, *” 
or by coercing persons into discontinuing dealings by threats of injury or 
by secondary boycott, ** or by molesting customers, ** or by interfering with 
the right to employ or be employe ed, °° or by interfering with one’s access 
to an open market, ** or by deliberate disparagement of one’s property 
rights. *? Inasmuch as these actions are an unlawful interference with one in 
his business relations, they are the basis of an action on the case for damages 
or a suit in equity for injunction.** 


WHEN THE STATE LAW OF UNFAIR COMPETITION IS 
APPLIED BY THE FEDERAL COURTS 


At first it was thought that the Supreme Court decisions * required the 
federal courts to apply the Erie v. Tompkins doctrine in all cases involving 
unfair competition. '”’ However, this theory was soon dispelled by Philco 
Corporation v. Phillips Mfg. Co.’ That case divided the field of unfair 
competition into six categories, and then held that the Erie doctrine applied 
to some of the categories, and not to others. The categories held to be 
governed by federal law were those which occurred when both of the 
parties’ trade marks were used in interstate commerce, and one or both 
were registered in the Patent Office, and the suit was one for (1) infringe- 
ment of a statutory trade mark, or (2) unfair competition based on the 
defendant’s use of his registered trade mark so as to create confusion of 
source. Any other form of unfair competition, such as the imitation of 
trade dress, *’* disparagement, interference with advantageous business rela- 


“ Carpenters’ Union v. Citizens’ Committee, 333 Ill. 225, 164 N.E. 393 (1928), 
Doremus v. Hennessy, supra note 91. 

* Wilson v. Hey, 232 Ill. 389, 83 N.E. 928 (1908); Purington v. Hinchliff, 219 Ill. 
159, 76 N.E. 47 (1905); London Guarantee Co. v. Horn, 206 Ill. 493, 69 N.E. 526 (1903). 

“See Doremus v. Hennessy, supra note 91. 

* London Guarantee Co. v. Horn, 206 Ill. 493, 69 N.E. 526 (1903); Cook-Master, 
Inc. v. Nicro Steel Products, Inc., 339 Ill. App. 519, 90 N.E.2d 657 (1st Dist. 1950). 

* Meadowmoor Dairies v. Milk Wagon Drivers’ Union of Chicago, 371 Ill. 377, 
21 N.E.2d 308 (1939), aff’d., 312 US. 287, 61 Sup. Cr. 552 (1941); Carlson v. Carpenter 
Contractors’ Ass’n, 305 Ill. 331, 137 N.E. 222 (1922). 

“ Pendleton v. Time, Inc., 339 Ill. App. 188, 89 N.E.2d 435 (1st Dist. 1949). In- 
asmuch as interference by means of a deliberate disparagement is a new concept, it is 
questionable whether it will stand the test of time. See Comment, Trade Disparagement 
and the “Special Damage” Quagmire, 18 U. or Cut. L. Rev. 114 (1950). 

* Tondon Guarantee Co. v. Horn, supra note 95 (action on the case); Doremus v. 
Hennessy, supra note 91 (action on the case); Carpenters’ Union v. Citizens’ Committee, 
supra note 92 (bill for injunction); Wilson v. Hey, supra note 93 (bill for injunction). 

“See cases cited supra note 2. 

ws agen. Inc. v. Viobin Corporation, 128 F.2d 860 (7th Cir. 1942), cert. denied, 317 
US. 673, 63 Sup. Ct. 78 (1942); Rytex Co. v. Ryan, 126 F.2d 952 (7th Cir. 1942). 

~ 133 F.2d 663 (7th Cir. 1943). 

See, e.g., Time, Inc. v. Viobin Corporation, supra note 99, Rytex Co. v. Ryan, 
supra note 99. 
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tions, and disclosure of a trade secret, was to be governed by state law even 
though the parties’ businesses were in interstate commerce. *°* In those cases 
in which one or both marks were used in intrastate commerce, or where both 
marks were unregistered, the state law clearly applied. 


Although the Philco case established that the federal substantive law 
was to be applied in protection of registered trade marks, many commenta- 
tors argued that the Erie doctrine should not be applicable in any case of 
unfair competition. *’* Their contention was that trade marks and trade 
names are no longer local in sense, but rather they are the tools of national 
advertising. A trade mark owner should have uniform rights in his name or 
symbol throughout the country; he should not be subject to interference 
and uncertainty because of a state’s peculiar unfair competition doctrine. 
Moreover, the federal courts had built up, before the Erie case was decided, 
a large body of case law, whereas the decisional law of most states was 
meager. The cure for this evil was federal legislation. Many of these 
writers thought that the Lanham Act *°* was the necessary legislation, or at 
least could be if the courts wanted to so apply it. °* By tortuous statutory 
construction, these commentators arrived at the conclusion that the Erie 
doctrine was no longer applicable to unfair competition. °* But the courts 
have not interpreted the Lanham Act in this fashion, and they continue to 
apply the Erie doctrine. ‘** Even marks registered under the Lanham Act 
will be protected by state law only if the putative infringer is operating 
merely in intrastate commerce. ‘°° Notwithstanding the desirability of hav- 
ing a national law of unfair competition, it can be concluded that the Lan- 
ham Act so far has not altered the effect of the holding of the Philco case. 


Burton R. RissMAN 


* Also see Addressograph-Multigraph Corporation v. American Expansion Bolt & 
Mfg. Co., 124 F.2d 706 (7th Cir. 1941), cert. denied, 316 U.S. 682, 62 Sup. Cr. 1270 (1942) 
(misappropriation of trade values). 

™ See, e.g., Bunn, The National Law of Unfair Competition, 62 Harv. L. Rev. 987 
(1949); Rogers, Unfair Competition, 35 T. M. Rep. 126 (1945). For earlier comment see 
Chaffee, Unfair Competition, 53 Harv. L. Rev. 1289 (1940). 

60 Strat. 427 (1946), 15 US.C.A. § 1051 (1948). 

“TV unsford, Trade Marks and Unfair Competition—The Demise of Erie v. Tomp- 
kins, 40 T. M. Rep. 169 (1950); Diggins, Federal and State Regulation of Trade-Marks, 
14 Law & Contemp. Pros. 200 (1949); Rogers, New Concepts of Unfair Competition 
under the Lanham Act, 38 T. M. Rep. 259 (1948). 

" This conclusion was reached by construing Section 39 of the Lanham Act in 
the light of Sections 44(g), (h), and (i). See Diggins, Federal and State Regulation of 
Trade-Marks, 14 Law & Contemp. Pros. 200, 207 (1949). 

“* Radio Shack Corporation v. Radio Shack, 180 F.2d 200 (7th Cir. 1950); Wilhartz 
v. Turco Products, 164 F.2d 731 (7th Cir. 1947). Also see Browning King Co. of New 
York v. Browning King Co., 176 F.2d 105 (3d Cir. 1949). 

‘’*R. P. Hazzard Co. v. Emerson’s Shoes, 89 F. Supp. 211 (D. Mass. 1950); C. B. 
Shave Corp. v. Peter Pan Style Sho on Inc., 84 F. Supp. 86 (N.D. Ill. 1949). Contra: 
Cole of California v. Collette, 79 U.S.P.Q. 267 (D. Mass. 1948). 











Case Comments 


FUTURE INTERESTS—Prior Interest Not Divested Where Executory 
Interest Can Not Take Effect. (Illinois) 


The testator, Jonathan Plowman, made separate devises of a fee simple 
interest in parcels of real estate to each of seven children. In addition, 
two of the children, Rachel and Mary, were devised residence property in 
Virden, Illinois. The eleventh clause of his will read: “In the event of the 
death of any of my said children without leaving them surviving lawful 
issue, I direct that the portion devised to such child be distributed share 
alike among my said child * then surviving.” Rachel, the last of the chil- 
dren to die, did not leave issue surviving. 


The plaintiffs, heirs of the testator, sued for partition, contending that 
on the death of Rachel without issue surviving, her interest was divested and 
became vested in those persons who were heirs at law of the testator, as- 
certained at the date of Rachel’s death. The defendants maintained that the 
interest held by Rachel was not divested and that they, as devisees of Rachel, 
were entitled to take. The circuit court decreed partition as prayed for by 
the plaintiffs, and on appeal, held: reversed. Since no children of the testa- 
tor survived Rachel the executory interest in favor of the surviving children 
could not take effect, and the result was that Rachel’s interest became in- 
defeasibly vested and passed to her devisees. McGlothlin v. McElvain, 407 
Ill. 142, 95 N.E.2d 68 (1950). 


The general problem involved here is whether a prior interest can be 
divested when an executory interest limited in defeasance thereof has failed 
by reason of non-survival of the donee holding such executory interest. 
The question is posed in two types of cases: (1) where there is a failure 
of an executory interest taking place at the time the creating instrument be- 
comes operative (i.e., where the executory interest is void in the inception), * 
and (2) where there is a failure of the executory interest subsequently to the 
taking effect of the prior interest. The instant case, apparently one of first 
impression in Illinois, is of the latter type. Here, the interest in the prior 


‘The parties agreed that the use of the word “child” was a typographical error 
and should have been “children”. 

*A case of failure in the inception of an attempted future interest may occur 
where: (1) the interest lapses; (2) the interest benefits a charity, and the time interven- 
ing between the execution of the will and the death of the testator is less than is per- 
mitted by statute; (3) the person to whom the interest is given was a witness to the will 
and is excluded as a distributee in order to be a qualified witness to the will; (4) the 
interest violates the rule against perpetuities. The latter is the most common example. 
RESTATEMENT, Proprrty Ap. 34 (1936). 
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holder was to be divested if a certain contingency should occur (death 
without issue surviving) and if a second condition should be satisfied (sur- 
viving children of the testator alive at the death of the first holder). 


The basic inquiry is always the ascertainment of the testator’s intention. 
If this be clearly manifested, then resort is not had to so-called rules of 
construction, * nor does the court rely upon judicial conclusions of “con- 
struction presumptions”. * However, it is seldom that an actual intent of 
the testator can be found, for if the testator had contemplated the situation 
that arose, he would have provided for it expressly. 


In the instant case the court points out facts which indicate that the re- 
sult reached accords with the probable intention of the testator. If the 
plaintiffs’ contention were upheld, the portion of the estate considered 
would pass as intestate property. Yet, the testator in terms made a complete 
disposition of all his property; hence, it is unlikely that he expected any 
property to devolve as intestate property. Further, by the decree of the 
circuit court, grandchildren of the testator would share in the property. 
There is no indication in any part of the will that the testator desired his 
grandchildren to take other than through his children.* A contrary de- 
cision would have insured that.the property remain in the testator’s line, 
and it is reasonable to presume that the testator ordinarily would have de- 
sired this. Yet, this fact alone does not warrant a holding for the plaintiffs 
in view of the aforementioned facts which tend to show that the testator 
probably would not wish Rachel’s interest to be divested. 


If it is impossible to make any inference as to the testator’s intent, the 
general American view is that there is a presumption that the preceding 
estate is not divested. This seems clear where there is a failure in the in- 


* These rules include the following: a court will be reluctant to divest a vested 
interest; if possible, a construction should be given which avoids intestacy of the whole 
or any part of the property; a construction which vests the property in the earliest taker 
will be preferred, a court will accord to language used its ordinary common meaning, 
unless other language manifests that it be used in a special or limited sense. 

‘The Restatement of Property uses these words to refer to presumptions indulged 
in by courts, where there is no express indication of the testator’s intent and such intent 
is not ascertainable with certainty through ordinary rules of construction. REsTATE- 
MENT, Property Ap. 34 (1936) provides: “Hence, it is searching for the non-existent, 
to endeavor to ascertain an intent of the conveyor as to the partial ineffectiveness of his 
disposition. The most that can be done is to develop a body of construction presump- 
ions based upon what a conveyor probably would have intended if he had actually con- 
sidered the partial ineffectiveness of his expressed complete plan.” 

*A devise to children is not construed to include grandchildren unless a clear in- 
tention or necessary implication requires it. Watterson v. Thompson, 404 Ill. 515, 89 
N.E.2d 381 (1950). Therefore, the court rejected the contention that grandchildren 
were includable within the phrase providing for surviving children to take if a child 
die without issue surviving. 
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ception ° (¢.g., the executory interest violates the rules against perpetuities) ; 
and, although the cases are few the same view has been taken where the fu- 
ture interest fails after the prior interest becomes operative.’ An analysis of 
the cases shows that despite the oft repeated statement by the courts to the 
effect that absent any indication of the testator’s intention the prior interest 
will not be divested, the opinions are usually buttressed by a discussion of 
facts which the judge believes evidence the testator’s intention. 


In Illinois it has been held that the prior interest will be indefeasibly 
vested where the executory interest violates the rule against perpetuities. * 
Previous to the instant case, the Illinois court had not passed on the precise 
question presented by the decision. However, there is language in Duryea v. 
Duryea, * an early Illinois case, which is consistent with the present holding. 
There, the testator made a devise in fee to his son and a devise for life to his 
daughter with a remainder to her children. The will provided that if either 
child should die before the testator, the surviving issue of the respective 
devisees were to receive such share. It was further provided that if either of 
the children should die without issue, the surviving child was to receive the 
deceased child’s share. The daughter died before the testator, and the son 
died after the testator without issue. The court held that the son’s fee was 
not divested, saying that the “death without issue” referred to was death 
before that of the testator. And the court further stated that the heir of the 
daughter could not be considered a “survivor”; therefore, in order to divest 
the son of his interest it would be necessary not only for him to die without 
issue, but the daughter must survive him and be able to take the interest. 


*2 Tirrany, Tue Law or Reat Property 147 (3d ed. 1939) provides: “If an execu- 
tory limitation fails for any reason to take effect, either because originally invalid, be- 
cause the objects thereof never come into existence, or other reasons, the preceding 
estate will, according to the decisions in this country, continue in the first taker, ac- 
cording to its original limitation, unless a contrary intention on the part of the testator 
appear”. ResTaTEMENT, Property § 229 (1936) reads: “When a limitation creates an 
estate in fee simple, or a corresponding interest in a thing other than land, defeasible, if 
at all, only the happening of the event which is stipulated as the condition precedent of 
an ineffective executory interest, such limitation creates an indefeasible interest except 
when the provisions and circumstances of the conveyance affirmatively manifest an in- 
tent that the happening of the event upon which the executory interest is limited should 
terminate the prior interest even though the executory interest is ineffective.” 

* “But, if it is impossible to make any inference as to the testator’s intent, then it 
is believed to be more nearly in accordance with the position of the American courts 
to say that there is a presumption that the preceding estate is not divested. In this 
particular, the presumption would appear to differ from that which is apparently applied 
by the English courts”. 3 Simes, Law or Future Interests 271 (Ist ed. 1936). Restate- 
MENT, Property Ap. 41-46 (1936) contains a summary of American decisions concerned 
with the problems under consideration, the majority of which upheld the prior interest. 

*Chapman v. Cheney, 191 Ill. 574, 61 N.E. 363 (1901); Nevitt v. Woodburn, 190 
Ill. 283, 60 N.E. 500 (1901); Howe v. Hodge, 152 Ill. 252, 38 N.E. 1083 (1894); Post v. 
Rohrbach, 142 Ill. 600, 32 N.F. 687 (1892). 


°85 Ill. 41 (1827). 
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Two other Illinois cases, Mills v. Teel?® and Parrish v. Parrish, ™ in- 
volved fact situations analagous to the instant case. In the former, the testa- 
tor devised certain land to his son, Marshall, and his other children. The 
will provided that if any child died leaving no children, there should be a 
devise over of such share to the remaining children not so dying. Marshall 
died after the testator, leaving no child, but a widow. Children then living 
claimed his share. The court held that the gift over failed, and the prior 
interest became indefeasible. 


In the Parrish case, the will gave John forty acres to hold for a period 
of fifteen years after the death of the testator, but should John die within 
fifteen years after the death of the testator, the property was to descend to 
the heirs of his body, share and share alike. After the fifteen year period 
John was to receive the fee. John died fourteen years after the testator, 
leaving no heirs of his body. In holding that he took a fee simple absolute, 
the court said: “The devise over having failed because no beneficiary 
existed at the time of the death of the tenant for years, the term continued 
in the first taker not having been divested by the happening of the 
condition.” 1” 


The court in the instant case discussed and relied upon several cases 
from other jurisdictions.’ Considering both the probable intent of the 
testator and the state of the precedent, the decision reached seems sound. 


There is a further aspect of the case that deserves consideration; namely, 
the characterization of the prior interest. If the prior interest is so limited 
that, standing alone, it would end upon the happening of a certain con- 
tingency, then it would logically follow that no failure of a subsequent 
interest could enlarge the prior interest. Such has been the holding of 
cases where the prior interest was a determinable fee, properly so-called. ** 
Such an interest could no more be enlarged to a fee simple absolute than 
could a life estate, unless such result were expressly provided for. 


However, Illinois courts have declared that a “base, qualified or deter- 
minable fee” is created in the first taker where there is a conveyance to A, 


245 Ill. 483, 92 N.E. 310 (1910). 

1 327 Ill. 279, 158 N.E. 564 (1927). 

27d. at 284, 158 NE. at 565. 

* Sullivan v. Garesche, 229 Mo. 496, 129 S.W. 949 (1910); Drummond’s Ex’r v. 
Drummond, 26 N.J.Eq. 234 (1875); Michael v. Minchin, 90 N.J.L. 603, 101 A. 283 (1917); 
Jackson ex dem. Staats v. Staats, 11 Johns N.Y. 337 (1814). 

“Institution for Savings v. Roxbury Home for Aged, 244 Mass. 583, 139 N.E. 
301 (1923) (to corporation “as long as present institution shall continue to exist”); 
First Universalist Society v. Boland, 155 Mass. 171, 29 N.E. 524 (1892) (to church “so 
long as real estate shall . . . be devoted to the uses” of certain religious doctrines) ; 
Leonard v. Burr, 18 N.Y. 96 (1858) (“until Gloversville shall be incorporated as a 
village”); Yarbrough v. Yarbrough, 151 Tenn. 221 (1924) (so long as used for church 
purposes). There apparently has never been a case in Illinois of a determinable fee 
followed by a void limitation. 
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but if he die without issue surviving, over to B. This denomination of the 
interest has caused trouble both on a logical basis ** and as regards precedent. 
For the case of Gavvin v. Carroll,** strongly urged by the plaintiffs, con- 
tains dicta which would militate against the instant decision. In the Gavuin 
case, the testator devised land to his son, John, providing that “should he die 
without issue then the property devised to him in this item shall be equally 
divided among my surviving children at the time of his decease”. John’s 
brothers and sisters conveyed to him by warranty deeds all interests in the 
land which they had. T he court refused to confirm title in fee simple in 
John. The court did say that the brothers and sisters had estopped them- 
selves by their deeds, but the estate was not thereby enlarged. They held 
that “the condition imposed by the will, the happening of which would 
raise the estate from a base or determinable fee to a fee simple absolute was 
that complainant should die leaving issue surviving him”.** They further 
stated: “It might be otherwise if it had become impossible for the condition 
to happen upon which the estate was to be enlarged to a fee simple, but the 
possibility of the condition happening will exist until extinguished by the 
death of the complainant. . . Until that event happens the estate devised com- 
plainant will continue, as the will created it, a base or determinable fee. If 
that event never happens and complainant dies without issue then the land 
will go to the testator’s heirs as in the case of intestacy”. ‘* (Italics added) 


In a sense, the interest can be said to be a “determinable fee”; that is, it 
is subject to be divested or determined if a certain thing occur. It must be 
in this sense that the Illinois courts characterize these interests as “deter- 
minable fees”. How else could the Illinois view that the prior interest is not 
divested where the future interest is violative of the rule against perpetuities 
be rationalized? Similarly, how else can you explain the incongruous idea 
of “enlarging” a determinable fee to a fee simple absolute? 


It seems that the interest created by the devise of a fee with a gift over 
upon death without issue is simply a defeasible fee, subject to defeasance by 
failure of issue. If so regarded a reconciliation of the Illinois decisions is 
comparatively easy to make. There is, then, no “enlarging” of a “determin- 
able fee”, but merely the removing of a divesting condition, making the fee 
absolute and no longer subject to defeasance. Seemingly aware of all this, 
the court in the instant case does not expressly call the prior interest a de- 


In Carey AND ScHyLer, ILuinois Law or Future INTEREsts 266 (Ist ed. 1941), 
the authors say: “In the light of this analysis a base or determinable fee can never be or 
become absolute through the failure of the executory limitation over. If a grant or 
devise to A in fee with a gift over on failure of issue creates a base or determinable 
fee as scores of cases in this state hold the failure of the gift over should not be held 
to make A’s fee absolute.” 

276 Ul. 478, 114 N.E. 927 (1916). 

" Id. at 481, 114 NE. at 928. 

* Id. at 482, 114 NUE. at 928. 
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terminable fee. Rather, they speak of the interest as being subject to a 
conditional limitation; that is, the interest is limited or determinable to the 
extent that it is liable to end if the holder thereof dies without issue surviving 
and children of the testator are alive at that time. 


Regardless of nomenclature, it seems that the Illinois courts have arrived 
at proper decisions in this area. We can perhaps blame the early courts for 
the labeling and credit the later courts with avoiding the pitfalls inherent 
in such terminology. 


Epwarp J. Murpry 


DEEDS—Presumption Against Delivery In Nonvoluntary Settlement Cases. 
(Illinois) 


On February 5, 1945, the grantor, who was a retired minister, and his 
wife executed two deeds to property owned by them, one for 160 acres to 
the American Bible Society and another for property in Bethany, Illinois, to 
Blackburn University. They had previously executed a deed for a still an- 
other 160 acres to their daughter, the plaintiff. All three deeds were reg- 
ularly acknowledged and placed in an envelope across the front of which 
was written by the grantor: “To be filed in the Recorder’s Office at Sulli- 
van, Illinois, immediately upon the decease of both Wm. H. Mason and 
wife.” Beneath this inscription the grantor wrote: “Wm. H. Mason and 
Annie M. Mason.” 


Two days later the grantor and his wife executed a joint will. Para- 
graph three of the will read as follows: “Having decided to convey all our 
real estate by warranty deeds and the said deeds properly safeguarded and 
placed in the care of the Shelby Loan and Trust Co. with instructions.” 
This will was placed in a second envelope. 


Some time in February of the same year, an officer of a local bank 
called at the grantor’s home at the grantor’s request. The grantor, in the 
presence of his wife, handed the two envelopes to the bank officer and stated 
in substance, “Here is two envelopes. The instructions are written on the 
outside of the envelope and when we die, you follow the instructions on the 
envelope.” These were the only instructions or directions ever given to the 
officer concerning the deeds or envelopes, and the matter was never men- 
tioned to him again by either the grantor or his wife. 

The bank official placed the envelopes in the vault of the bank where 
the envelope containing the deeds remained undisturbed until after the death 
of both grantor and his wife. The grantor died on April 30, 1946, and his 
wife died on October 21, 1947. On November 12, 1947, the bank officer 
filed the deeds in the recorder’s office and they were recorded on July 21, 
1948. 
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The sole heir of the grantors was their daughter, the plaintiff, who 
brought an action to quiet title and confirm in her the title to the real estate 
and to have the deeds of conveyance to the bible society and to the unversity 
set aside and declared null and void. Plaintiff’s complaint was dismissed in 
the circuit court. On appeal, held: Decree reversed. The burden was on 
defendant grantees to prove delivery was legally complete prior to the 
grantor’s death, and there was no proof that deeds were validly delivered 
during lifetime of the grantors. Alexander v. American Bible Society et al., 
407 Ill. 49, 94 N.F.2d 833 (1950). 


The question of the sufficiency of the acts and words necessary to con- 
stitute a valid delivery of a deed has been a continuing subject of litigation in 
this state. Until this decision, however, there has been little disagreement 
on the basic principles of substantive law involved, and the main problem 
has been the application of these principles to the facts in the case at bar. 


That a deed must be legally delivered’ during the lifetime of the 
grantor * is an elementary proposition of law. The test of delivery is the 
intent of the grantor, * and intent is decisive. * Intent is determined by the 
acts, words, or other manifestations of the grantor.* The delivery may be 
in escrow or to a third party,® but it must not be to a third party as an 
agent of the grantor.’ In the case of delivery to a third party or to an 
escrowee the conclusive test is whether the grantor relinquished all control 
over the deed. ® 


From this brief statement of basic principles it will be observed that in 
cases where delivery to a third party for a grantee after the death of the 
grantor is in issue, two questions must be answered: (1) Did the grantor in- 
tend to make a present grant of a future interest? (2) Did the grantor re- 
linquish all control over the deed? If both of these questions can be 
answered in the affirmative, there is a valid delivery of the deed according 
to the orthodox and Illinois view previously expressed by the Illinois courts. 


Prior cases involving the determination of the validity of the delivery 


* Osgood v. McKee, 343 Ill. 470, 175 N.E. 786 (1931); Redmond v. Gillis, 346 Ill. 
223, 178 N.E. 504 (1931). 

*Erlich v. Tritt, 316 Ill. 221, 147 N.E. 40 (1925); Nofftz v. Nofftz, 290 Ill. 36, 124 
N.E. 838 (1919); Pemberton v. Kraper, 289 Ill. 295, 124 N.E. 611 (1919). 

® Clodfelter v. Van Flossan, 394 Ill. 29, 67 N.E.2d 182 (1946); Seibert v. Seibert, 
379 Ill. 470, 41 N.E.2d 544 (1942); Logue v. Van Almen, 379 Ill. 208, 40 N.E.2d 73 
(1942). 

‘Kelly v. Bapst, 272 Ill. 237, 111 N.E. 1028 (1916); Hoyt v. Northrup, 256 Ill. 604, 
100 N.E. 164 (1913). 

5Deitz v. Deitz, 295 Ill. 552, 129 N.E. 508 (1921); Scott v. Cornell, 295 Ill. 508, 
129 N.E. 94 (1921); Little v. Eaton, 267 Ill. 623, 108 N.E. 727 (1915). 

° Johnson v. Walden, 342 Til. 201, 173 N.E. 790 (1931). 

"Dagley v. Black, 197 Ill. 53, 64 N.E. 275 (1902). 

*Ralston v. Graham, 398 Ill. 439, 75 N.E.2d 887 (1947); Johnson v. Fleming, 301 
Ill. 139, 133 N.E. 667 (1922); Waters v. Lawler, 397 Ill. 63, 130 N.E. 335 (1921). 
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. of deeds to third persons, but not recorded or in possession of the grantee 
until after the grantor’s death, have fallen into two classes, deeds to members 
of the grantor’s family which are called “voluntary settlement cases,” and 
deeds made to strangers or persons not related to the grantor which are 
termed “nonvoluntary settlement cases.” Illinois cases have repeatedly held 
that a stronger presumption of delivery obtains in cases where the reerkel 
ance is a voluntary settlement than in cases of deeds of bargain and sale. ° 
The principle is extended by the court in the principal case by holding that 
in the nonvoluntary settlement cases, the law presumes that the delivery is 
invalid and the burden is upon the grantee to prove that the delivery was 
legally complete prior to the grantor’s death. By proceeding to a determina- 
tion of the issue of delivery on the theory of these presumptions, the court 
diverges from the conventional tests of intent and relinquishment of control 
by the grantor. 


Since a voluntary settlement is usually understood to be possible only 
in the case of a member of the grantor’s family, the first of these presump- 
tions is not applicable to the principal case. In at least one case, however, 
the Illinois court has held a conveyance to a person outside the grantor’s 
family to be a voluntary settlement case, *® a deed to the grantor’s house- 
keeper being so classified. By invoking the rule of strong presumption of 
delivery in cases of voluntary settlement, the deed was upheld. The weight 
of authority, however, restricts voluntary settlement cases to those involv- 
ing conveyances to the members of the grantor’s family. " 


To support the holding in the principal case that there is a presumption 
against delivery in the case of a nonvoluntary settlement, only one case has 
been found. In the case of McClugage v. Taylor, '* it was said, “Proof that 
a deed was not in the possession of the grantee at grantor’s death but was 
then in the possession of a third person makes a prima facie case that the 
deed was not delivered.” This holding of the Taylor case apparently 
stands alone. The conclusion is inescapable that by the overwhelming weight 
of authority, as stated in the dissent to the principal case, “The law does not 
presume . . . that the delivery is invalid, but the presumption in favor of 
delivery of deeds is stronger in voluntary settlement cases than in ordinary 
cases of bargain and sale.” ** 


In any event, if the presumption against delivery in a nonvoluntary set- 
tlement case is valid, it is a well established law in this state that in the face 
of evidence a legal presumption ceases to exist and is of no force and effect, 


*Baker v. Hall, 214 Ill. 364, 73 N.E. 351 (1905); Cline v. Jones, 111 Ill. 563, 15 
N.E. 43 (1884). 

* Hoyt v. Northrup, 256 Ill. 604, 100 N.E. 164 (1913). 

“Herrin v. McCarthy, 339 Ill. 530, 171 N.E. 621 (1930). 

* 352 Ill. 550, 557, 186 N.E. 145, 148 (1933). 
* Alexander v. American Bible Society, 407 Ill. 49, 61, 94 N.E.2d 833, 839 (1950). 
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and that while standing alone such presumption might establish a prima facie 
case, never is a presumption weighed in the balance against evidence to 
establish a fact.'* Presumptions are indulged in only to supply the place of 
facts and as soon as evidence is produced which is contrary to the presump- 
tion which arose before contrary proof was offered, the presumption 
vanishes entirely. ** Therefore, since the presumption in the principal case 
was against delivery, and delivery is a matter of intent, the presumption 
vanished as soon as evidence of the grantor’s intent was produced. 


Evidence was introduced that the deeds were regularly acknowledged, 
which aids a showing of delivery.‘* Two days after the execution and 
acknowledgmet of the deeds the grantor executed a will stating his decision 
to convey and his execution of the deeds and their placement with a third 
person. Contemporaneous execution of a will referring to deeds which had 
been executed and delivered to a third person for delivery to the respective 
grantees upon the testator’s death has been held to show a valid delivery. *” 


Written on the envelope containing the deeds in the grantor’s hand- 
writing were instructions to record the deeds after his death and verbal di- 
rections to record the deeds after the grantor’s death were given to the third 
party. In the case of Thompson v. Calhoun,** a deed deposited with a 
notary with instructions to “place it on record after my death” was held to 
be a good delivery. The court said, “No meaning can be attached to the 
direction to record the deed other than that the grantee in the deed should 
thereby be invested with the title to the land and should become entitled to 
receive the deed itself after it had been spread of record.” 


Considering all these facts, execution, acknowledgement, delivery to 
a third party, the execution of the will, the instructions to record the deeds 
after the grantor’s death, and the obvious motive for the making of the deeds 
furnished by the grantor’s past life and calling, could any combination of 
acts and words short of an express statement of intention and motive more 
clearly show the grantor’s intent? Indeed, in the majority opinion, the in- 
tention of the grantors is recognized when the court says: “While the 
intention of the grantors in the case at bar is meritorious and . . . while in 
this case the intention of the parties may fail the court cannot overrule long 
established rules of law . . . the violation of which would tend to render 
titles to real estate unstable and uncertain.” *® 


“ Miller v. Paltengill, 392 Ill. 117, 63 N.E.2d 735 (1945). 

* Shelden v. Brandstetter, 325 Ill. App. 595, 60 N.E.2d 576 (2nd Dist. 1945). 

* Mize v. Boston, 185 Ky. 275, 215 S.W. 33 (1919); Bell v. Farmers Bank, 11 Bush 
34 (Ky. 1874); Hartman v. Thompson, 104 Md. 389, 65 Atl. 117 (1906). 

* Callerand v. Piot, 241 Ill. 120, 89 N.E. 266 (1909). 

#8216 Ill. 161, 164, 74 N.E. 775, 776 (1905). 

* Alexander v. American Bible Society, 407 Ill. 49, 60, 94 N.E.2d 833, 838 (1950). 
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It is submitted that the intent of the grantor to convey had been 
demonstrated and that whatever presumption of delivery might have existed 
had vanished with the introduction of the evidence to the contrary. 


The grantor gave the envelopes to the bank officer for deposit in the 
vault of the bank, a place inaccessable to the grantor, and instructed the of- 
ficer, “When we die, follow the instructions on the envelope.” No hint 
of reservation of control by the grantor can be found in his words and no 
evidence was introduced to show that the grantor intended to retain any 
control over the deeds. He never again referred to the deeds during his 
lifetime which fortifies the inference of intent to relinquish all right of 
recall. 7° 


Because both an intent to deliver and relinquishment of control were 
shown, the requirements of the orthodox tests of delivery to a third party 
were met. While presumptions have utility under certain conditions, it is 
evident that undue emphasis on the presumptions may lead to unsatisfactory 
results. In the principal case, reliance on the classic tests of intent and con- 
trol would have produced a better result. In the words of the dissenting 
justice, “This has not pointed the way to clarification of the law as to the 
delivery of deeds and has left more or less conflict in the decisions on this 
question. The question of intention, if carefully pursued and kept in the 
foreground, will point the way to a correct determination of the issues in 
such cases.” #4 


Rosert T. BEAM 


*See note 12, supra. 
™ Alexander v. American Bible Society, 407 Ill. 49, 62, 94 N.E.2d 833, 839 (1950). 
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